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— (ABSTRACT) — 
In India, the Venture Capital industry is still in a nascent stage while 
comparing with the developed countries, such as, U.S and UK. However when 
compared with the Asia-Pacific region, Indian Venture Capital occupies the 
front seat. For development and augmentation of Venture Capital investment in 
India Security Exchange Board of India (SEBI) set up two committees under 
the chairmanships of KB Chandrasekhar (2000) and Dr. Asok Lahiri (2003) 
respectively. The Planning Commission also appointed one working group on 
technology innovation and Venture Capital in 2006. Although the 
recommendations of these committees are still not fully accepted, yet on the 
basis of these recommendations the government of India joined with the 
regulatory body of Security Exchange Board of India (SEBI). SEBI has now 
been issuing guidelines and liberalizing the policies towards Venture Capital in 
India till the date. It is felt that these policies have boosted the Venture Capital 
investment. The one and a half decades of financial liberalisation has witnessed 
a growth of more than 15 times in the total financing pattern and trends which 
has attained the level of 7.14 US$ billion in 2006 consisting of establishment of 
new technology ventures, supporting new entrepreneurs and also expansion of 
blue-chip companies. 
Inspite of this much growth the experts feel that, given the potential of 
Indian Venture Capital industry more growth was expected but it could not 
happen since the investment was influenced by various domestic and 
international events, , such as, movement of stock market indices all over the 
world, down fall of twin towers and instability of the government. But the 
reality is required to be known. The trends in all sorts of investments show the 
changing phenomena, whether the same trend is being followed by the Venture 
Capitalists or not. Whatever pattern is going on in Venture Capital financing at 
national level, for last one and a half decades is not known specifically in terms 
of average deal size, region, stage, industry and sector. Therefore one of the 
major constrains is regarding the analysis of pattern and trends prevailing in the 
realm. The Venture Capital industry in India is still protected. As a matter of 
fact it has not been liberalized up to the desired level. There are so many 
restrictions regarding deferent aspects of Venture Capital in India, such as, 
sectoral restriction; Venture Capitalists cannot invest in every sector, 
infrastructure, and real estate is out of their scope. These policies are required 
to be rechecked for further growth of Venture Capital. 
Venture Capital industry is considered the most vibrant and fast 
emerging in the wake of liberalization and globalization the world over. It has a 
vital role for industrial and institutional development playing a strategic role in 
the development of new technologies and ideas. The Venture Capital in fact 
refers to investment funds or partnerships that concentrate on investing in 
promising start-up and emerging companies. Venture Capital is hence the 
finance provided by professionals or Venture Capital firms who invest in 
companies that seem to have the potential to develop into significant economic 
contributors. 
The concept of Venture Capital fund was bom with a fundamental 
objective to provide initial capital and support in building capital base to the 
entrepreneurs, having a sound background of professional education, expertise 
and initiative to launch the business based on fast changing technology. In 
broad sense, the Venture Capital is defined as "the capital provided by the 
firms who invest alongside management in young companies that are not 
quoted on the stock market. The objective is high return from the investment. 
Value is created by the young company in partnership with the venture 
capitalist's money and professional expertise." In other words Venture Capital 
financing means providing financial and managerial assistance to new 
irmovative entrepreneurs to establish or expand their businesses. Entire 
capitalist fulfils financial needs as well as managerial assistance of firms in pre-
listing stage. The term Venture Capital is used by deferent countries in deferent 
ways. In US private equity and Venture Capital differs on account of stages 
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where the Venture Capital is considered as seed and early stages of investment 
whereas in India there is no deference in private equity and Venture Capital. It 
is classified on account of its amount of investment where Venture Capital 
deals with small amount of investment and subscribes to only little percentage 
of stakes but in private equity amount of investment is more and stakes will 
also be more i.e. more than US$ 10 million. In the present study the Researcher 
takes into consideration the both private equity and Venture Capital as the same 
and the pattern and trends have been studied according to the combined form. 
The Venture Capital is generally classified into deferent stages on 
account of investment, which can be identified in terms of seed, start-up, early, 
second stage, later stage, expansion stage, mezzanine stage up to the exiting of 
the investment from the venture. The valuation is done by the venture 
capitalists for the purpose of deal structuring and adopting instrument of 
investment. The investment processes are deferent in deferent firms or ventures 
which includes due diligence in terms of finance, law, management and tax 
after the evaluation process, the venture capitalist decides the monitoring styles 
either participative or non-participative. Finally, the exit routs are also different 
for different ventures according to the nature of the development but in most of 
the cases the venture capitalists go for IPOs that enable them for further 
involvement and if possible for buy back of shares which are already divested 
by them. 
As far as emergence of Venture Capital in India is concerned, the 
implementation and concept of Venture Capital financing was suggested by 
R.H. Bhatt committee way back in 1973. This committee was established to 
study the status of small and medium enterprises in India. However it took 
further 15 years to get official recognition which was also supported by the 
World Bank report in 1989. The first guideline for domestic Venture Capital 
funds was implemented in the year 1988 but it was notwithstanding failed 
under typical Indian bureaucratic set up. The industrial liberalisation policy 
initiated in 1991 opened the way for private and foreign players in Indian 
financial system. The Venture Capital industry in India flourished thereafter 
with the establishment of Security Exchange Board of India (SEBI) and Indian 
Venture Capital Association (IVCA) in 1992, and 1993 respectively. 
The present study discusses the various issues and prospects of Venture 
Capital financing in India since economic liberalization of 1991. The study 
mainly focuses on the analysis of varied aspects of investment pattern and 
trends of Venture Capital firms after 1991. The government of India realized 
the importance of Venture Capital and therefore Venture Capital industry in 
India emerged in to its full-fledged maimer only after 1995. Guidelines for 
Venture Capital have been witnessing several amendments according to the 
need of the time to attract the domestic and foreign players. 
From the comprehensive literature review it peters out that the studies in 
international scenario have covered almost all possible aspects of Venture 
Capital but the studies made in Indian scenario of Venture Capital are very few 
with analytical framework except some reports of concerned agencies. There is 
still a gap for studying the various issues on Indian Venture Capital which have 
been neglected by the authors of Indian based studies. It has been seen that 
most of the studies are concerned with legal environment. Some of them based 
on primary surveys to measure performance of Venture Capital funds. The 
issues, such as, regional imbalance, sectoral shifts, changing scale of 
investment and risk element have not been covered under any of the studies. 
The present study differs from the earlier studies which covers all the 
aspects of pattern and trends of Venture Capital financing in India since 1991. 
The study makes an earnest attempt to trace out the major impact of different 
policy packages which have been armounced in India in post-liberalization 
regime with regard to Venture Capital. The study on pattern and trends of 
Venture Capital investment since liberalization has covered a span of one and 
half decades, i.e. from January 1992 to December 2006 where the Venture 
Capital investment has been considered according to colander year. This span 
of period is more than sufficient to find out the pattern and trends in 
performance related aspects of Venture Capital through out the years. The 
present study has focused mainly on five aspects of the investment in Venture 
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Capital i.e. total investment for the entire 15 years, deal sizes for the same 
period, stage wise, sector wise and region wise investment of Venture Capital 
in the post liberalization globalization regime. The present study is based on 
the investment made by the Indian Venture Capital funds registered under 
SEBI and who are members of Indian Venture Capital Association (IVCA). For 
the purpose of analysis and interpretation of Venture Capital financing in India 
the Researcher has considered Venture Capital and private equity as the same. 
The objectives which have been pursued to study the pattern and trends 
in Venture Capital financing in India are to find out the major impact of policy 
packages concerned with liberalizing Venture Capital financing on the total 
Venture Capital investment in India since liberalization, to evaluate the 
changing pattern of deal size over the period of time following different policy 
packages, to analyze the international scenario of Venture Capital/private 
equity investment based on five important regions, , such as. North America, 
South America, Middle East, Europe, and Asia Pacific; to study and examine 
the significance of relationship between the different industries as to how they 
are affecting each other, to trace out the changing pattern and trend in the stage 
wise investment of Venture Capital in India since liberalization, to find out the 
region wise pattern and trends of Venture Capital investment in India in five 
different regions since liberalization, to find out the changing landscape of 
investor behaviour especially in risk related issues And finally to come out with 
suggestions and recommendations for enhanced promotion of Venture Capital 
financing in India. 
The study is an empirical work based on the secondary data and primary 
data collected from various sources for the fulfilment of truthfulness of analysis 
and interpretations and then to ensure the quality of research study. The 
secondary data for the study have been collected from various secondary 
source of information, , such as, published Reports of IVCA- the Yearbooks 
and Venture Activity Reports, and Venture Intelligence Report of TSJ media. 
Global Private Equity Reports of PriceWaterhouseCoopers, Thomson 
Financials and Deloette. Other reports, such as, various reports from Ministry 
of Commerce, Ministry of Finance, Department of Company Affairs, Planning 
Commission, are also collected for supporting the literature references. The 
publications and review bulletins of regulatory bodies and institutions, such as, 
SEBI, IVCA, RBI, TSJ media, are also taken into reference for holding up the 
analysis. Altogether the relevant Books, Journals and periodicals, Research 
Papers, Published Theses, Articles, News Dailies, Financial Dailies, Websites,. 
are also consulted by the Researcher for better referencing. The primary 
sources can be: the personal interviews with experts of Venture Capital, 
Director of IVCA, CEO of TSJ media and few experts of SEBI. 
The statistical tools which have been used for the analysis and 
interpretations are: Mean, Maxima, Minima, Range, Standard Deviation and 
Coefficient of Variance, Coefficient of Variance Percentage, Skewness, 
CAGR, Stepwise univariate and multivariate regression. Both classical and 
log-linear regression functions have also been applied. For test of significance 
F-test and t-test have been done depending upon the nature of cases. 
As far as international scenario of Venture Capital as a whole is 
concerned the total world has been divided into five regions according to the 
importance of the Venture Capital attractive destinations. The maximum share 
of the global Venture Capital investment is being absorbed by North American 
continent i.e. US and Canada. From the analysis of the global trends in Venture 
Capital investment it is understood that the investment is moving from North 
American region to the third world especially to Asia pacific. The on going 
Trend is very much pronounced about the future trends in Venture Capital in 
the past ten years. The Venture Capital investment in US and Western Europe 
is almost matured. The Eastern Europe and Latin America are the next 
generation investment destinations. From the analysis made on the basis of 
total global Venture Capital investment trends it can now be safely said that 
India and China, the two fast growing economies in Asia pacific region, will be 
the leaders of the next generation global players. 
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The study has dealt with total investment. For the purpose of analysis 
and testing of the hypothesis, the post liberalization era of Venture Capital 
financing has been classified into three phases of quinquannial period, each 
according to the major events and features which have affected the Venture 
Capital investment either positively or negatively. 
The study has observed that the typical growth in the post globalization 
period has taken place in the realm of total Venture Capital financing in all 
three quinquannial periods which covered the point of US$ lObillion in the 
year 2007 which was only US$ 103million in the year 1992. It is a significant 
contribution for the GDP growth as well as the total industrial development of 
the country. 
The Researcher has further prepared dummy variables to find out the 
impact of the liberalization and the policy reforms on the total Venture Capital 
investment for the period from 1992 to 2006. The dummy variable has been 
assumed keeping in view that there are three phases in the total post 
liberalization globalization process, i.e. from 1992 to 1996, from 1997 to 2001 
and the third is from 2002 to 2006. The Regression equation has been taken 
assuming investment as dependent variable, time as independent variable and 
dummy variable which has been prepared to represent policy as independent 
variable as two models have been made. 
In the model-1, the d=l if Y belongs to 1992-1996, 0 otherwise, and in 
model-2, d=l if the Y belongs to 1997-2001, 0 other wise. Among the models 
the model -1 has been made to explain the impact of 1992 to 1996 policies (the 
major policy packages were introduced with regard to Venture Capital 
financing, such as, 1995 guidelines, permission for foreign players, setting up 
of SEBI, IVCA and structuring of Indian stock markets.) and model-2 is for 
checking the impact of 1997 to 2001 policies (this is the current policy 
packages as regards Venture Capital financing in India). Venture Capital 
guidelines of 2000 and 2001, recommendations of KB Chandrasekhar 
Committee and follow up of pre 1996 policy packages are the major landmarks 
in this period in the total Venture Capital investments. 
The model-1 has indicated the influence of the 1992 to 1996 policies in 
the promotion of Venture Capital in the post liberalization regime. It has been 
seen that the R-square is 34 percent which means that whatever changes have 
happened in the total Venture Capital investments during the period under 
review the time and policy are responsible only up to 34 percent. This implies 
that there are many other macro economic factors which have indirectly 
affected the quantum of Venture Capital investments. Therefore, it may be 
inferred that according to the model-1 made on the basis of first Dummy 
variable policy reforms have not affected the Venture Capital investments in 
India since liberalization. From the coefficients of the model-1 it is also 
indicative of the fact that the total growth in Venture Capital has taken place 
with the passage of time. 
The t- static of the time i.e. 2.719, is significant at 2 percent level of 
significance and the t-static of first dummy i.e. for impact of first policy 
package is 0.599 which is insignificant up to 56 percent level of significance; 
i.e. far beyond the level of significance. Therefore it can be safely deduced that 
the policy reforms in the first phase i.e. from 1992 to 1996 has not affected the 
promotion of Venture Capital investments in the post liberalization 
globalization regime under review. 
The model with second dummy variable has checked whether the 
policies from 1997 up to 2001 have any impact on the investment of Venture 
Capital. The coefficient of determination i.e. R-square stood at 36 percent 
which indicates that the impact of pre 2001 policies and the time has only 36 
percent contribution in promotion of the total Venture Capital investments and 
for the remaining macro economic factors have played important role in the 
growth of venture capital investment in India since liberalization. The 
coefficient of the model -2 is very clear about the impact of the policy reforms 
and time. From the model-2, which represents the 1997 to 2001 policy and 
impact of time, the t-statistic of the time has been estimated 3.065 which is 
significant at 1 percent and in case of the dummy the t value is estimated at -
0.892 which is significant at 39 percent. Therefore, it is very much clear that 
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the policy reforms made from 1997 up to 2001 have not affected the growth of 
Venture Capital investments whereas the impact is significant in case of which 
time indicates that whatever growth has taken place in the Venture Capital 
investments since liberalization till 2006 or for the last 15 years i.e. in 
accordance with time factor. 
The models representing both the policy packages after liberalization i.e. 
from 1992 to 1996 and from 1997 to 2001, have proved that there is no clear 
impact of the policy on total Venture Capital investments. R-squared is also 
very less which is 34-36 percent. Nevertheless the Researcher feels that 
although, it is statistically not proved but the policy packages introduced in 
between 1996 and 2001 maintained and sustained the growth pattern of 
Venture Capital investment besides the time factor. 
There should have been positive impact of policy on the investment but 
it could not happen because some other factors have set in the positive 
influence of policy packages whose effect has been more than the influence of 
policy reforms, such as, GDP down fall of 1996, bursting IT bubble in late 
1990s and the international events, such as. down fall of US markets which was 
followed by other major economies and 9/11 attacks of 2001. Both the national 
and international events have direct influence on the total Venture Capital 
investments within the country, such as, instable government in 1996 and 
international events of 2001. 
The study peters out emphasizing on the total number of deals per year 
and the deal size per transactions or investments that the total deals per year 
were in a positive trend in the initial years and at the end the trend has entirely 
changed. The investors became more selective. The average investment of 
Venture Capital was less than US$ 1 billion up to the end of 1990s and in the 
beginning of the millennium it underwent major changes in the trend. The 
Venture Capital investors started preferring only one time huge investment 
instead of small deals. 
In order to find out the impact of the liberalization and the policy 
reforms that took place from 1992 to 1996 and from 1997 to 2001 on deal 
specific Venture Capital investment; Researcher has again assumed two 
dummy variables. Like total investment It has been assumed that there are three 
phases in the total post liberalization globalization process, i.e. from 1992 to 
1996, from 1997to 2001 and from 2002 to 2006. The Regression equation has 
been taken in same way as it has been taken in case of total investment, for the 
sake of finding the value of Y two dummies have been fixed for two models 
the assumptions have been made that In the model-1, the d=l if Y belongs to 
1992-1996, 0 otherwise, and in model 2 d=l if the Y belongs to 1997-2001, 0 
other wise. Among the models the model -1 has been made to explain the 
impact of the 1992 to 1996 policies (the major policy packages were introduced 
with regard to Venture Capital financing such as, new guidelines, entry of 
foreign players, setting up of SEBI, IVCA and structuring of Indian stock 
markets. Model- 2 is for checking the impact of 1996 to 2001 policies. Venture 
Capital guidelines of 2000 2001, recommendations of KB Chandrasekhar 
Committee and follow up of pre 1996 policy packages are the major land 
marks in this period. 
The model-1 has indicated the influence of the 1992 to 1996 policies in 
the promotion of Venture Capital in the post liberalization regime. It has been 
seen that the R-square is 68 percent which means that whatever changes have 
happened in the average deal sizes of Venture Capital investments during the 
period under reference the time and policy are responsible up to 68 percent. 
This implies that there are a few other macro economic factors which indirectly 
affected the size of the investments of Venture Capital. Therefore it may be 
inferred that according to the model-1 made on the basis of first Dummy 
variable policy reforms have not affected the deal size of Venture Capital 
investments in India since liberalization. From the coefficients of the model-1 it 
has again become clear that the total growth in Venture Capital has taken place 
with the passage of time. 
From the coefficients, the t- static of the time i.e. 4.826, is significant at 
any percentage level of significance and the t-statistic of policy reforms of 
1992 to 1996 i.e. the first dummy 0.62 is significant only at 54 percent which is 
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far beyond the level of significance. Therefore it can be safely deduced that the 
policy reforms in the first phase i.e. from 1992 to 1996 has not affected in 
making the attractive deals as well as more productive Venture Capital 
investments in the post liberalization globalization regime. 
The second model has been developed to represent the 1996 to 2001 
policy reforms, such as, 2000 guidelines and KB Chandrasekhar Committee 
which have been tested by applying the multiple regression equation. The 
coefficient of determination i.e. R-square is 76 percent which indicates that the 
implication of 1996 to 2001 policies and the time have 76 percent contribution 
in the promotion of the big and notable deal sizes of Venture Capital 
investments. The other macro economic factors have also influenced the 
growth of Venture Capital investment in India since liberalization. The 
coefficient of the model -2 has clearly shown the impact of the 1996 to 2001 
policy reforms. 
From model-2, which has been made to represent the 1997 to 2001 
policy and the impact of time, the t-static of the time has been estimated 6.669. 
it has appeared to be significant at any level and in case of the dummy the t 
value has been estimated at -2.220 which is significant at 5 percent level of 
significance. It has pointed out the importance of the second generation reforms 
in Venture Capital that has affected in maintaining and sustaining the big and 
notable deals. After 2000 the deal size maintained the target of more than US$ 
1 billion at least. From the analysis, it has patently come out that the second 
generation reforms have affected the sustained growth of deal size in Venture 
Capital investments. 
By the model-1 and 2 regarding the deal size investments of Venture 
Capital after 1991, it has been statistically proved that the policy of 1992 to 
1996 has not influenced the average deal size of the Venture Capital investment 
but on the other hand, the 1996 to 2001 policies have significantly influenced 
on the average deal sizes. Now investment is going towards big deals showing 
tendency of investors that they are not ready to take risk because big deal 
means it will be for the existing establishments or in other word for later stages. 
In case of total venture capital, the Researcher has observed that the policy 
packages of 1997 to 2001 were not demonstrating influence, but in case of 
average deal size the policy has impact. The reason for the both can be 
attributed to the 9/11 attacks. The event has changed the investors' behaviour 
all over the world and India is not an exception. There should have been 
positive impact of 1997 to 2001 policies on total Venture Capital investment 
but it could not happen since the positive influence was neutralised by the 
event of 9/11. On the other hand, the 9/11 attack impacted positively along 
with positive impact of the policies on deal size investment because the event 
made the investors more risk averters as the small deals are more risky 
whereas, the element of risk is less in big deals. So, the investors moved 
towards big deals. 
The study has observed in case of industry wise analysis that to find out 
the significance of interdependence between the three industrial sectors in 
Venture Capital financing the multiple correlations 'R' has been used and 
based on the t static of the correlation coefficient the significance of the 
correlation has been found to prove the hypothesis. Therefore the multiple 
correlation coefficients between IT, Production and Services have been applied 
assuming first as dependent variable and other two as independent variable. 
Then in second case, second variable has been taken as dependent variable and 
other two has been assumed as independent variable. In third case also same 
has been done. 
It has been inferred that the three sectors i.e. IT, Production and Services 
are positively correlated where all the three multiple correlation 'R' are more 
than 0.90 or 90 percent. The value of t for each sector has indicated that 
correlation between the three sectors is significant. 
Though the composition of sectors has been changing over the period of 
time under review; in first phase the manufacturing and production was 
dominating the total sectoral investment in Venture Capital. In the second 
phase IT and ITES became most important and at last the emergence of new 
services picked up the pace of Venture Capital growth. But by the rejection of 
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null hypothesis in all three cases where the /-value of all the three are more 
than table value at 5 percent level of significance, it has been found that all the 
sectors are interdependent as a result they are affecting growth of each other. 
Because of potential of services sector in comparison to other two sectors now 
it is growing more but all the sectors are important irrespective of changing 
composition. 
The major reason for changing pattern of sectoral investment can be 
attributed to attraction of Venture Capitalists towards new and innovative 
technologies .In late 90s IT was a new realm where probability of innovation 
was more but in last 5 years new services started emerging which have huge 
potential of growth as India is going towards knowledge economy so Venture 
Capital investment appears to have been diverted towards this sphere. 
In the study for the detailed analysis as regards the shift from one stage 
to another stage, coefficient of skewness has been used upon the percentage 
share of both early and later stages investment. The coefficient of skewness has 
been taken. By applying the skewness equation on the percentage shares of 
stage wise investment of Venture Capital for the entire period of 15 years i.e. 
from 1992 to 2006 the data set emerged which indicated that the coefficient of 
skewness of the percentage shares of the early and later stages, both are 
asymmetric and near '0'. The distribution of early stage is negatively skewed 
but the 5/:-statistic of the later stage is 0.188 which is positively skewed that has 
indicated the negative Skewness of the early stage which has resulted in 
positive skewness of later stage. From The results of coefficient of skewness, it 
is inferred that the null hypothesis is rejected. Owing to rejection of null 
hypothesis it has been found out that share of investment has not been the same 
in both stages but it is moving from one stage to other stage or skewed towards 
particular stage i.e. later stage. The shift which took place between the stages of 
Venture Capital investment is unfavourable for entrepreneurial development in 
the country. If the trend continues for a long period the domestic 
entrepreneurship will be adversely affected. The reason behind the shift from 
the early stage to later stage is mainly risk aversion. The investors have become 
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more risk averters due to the changed environment of the world for investment 
especially after 2001. 
As far as region specific analysis is concerned to find out the variation in 
the five regions i.e. Analysis of Variance (ANOVA) has been applied which 
deals with test between the groups and within the groups the F-statistic is 2.277 
which is insignificant at 5 percent level of significance. It has hence resulted 
into acceptance of the null hypothesis or in other words it can be said over the 
period of 15 years there has not been significant variation in particular region, 
share of different region has not changed significantly, such as. Eastern area 
was neglected region 15 years back and it is still the same. 
From these results it has been summarized that there are many factors 
which have affected the regional attractions. Amongst the five regions West 
and South are the most attractive regions since beginning and others are 
improving very slowly which is not due to initiation of any policy measures but 
due to the environment of the particular region mainly political environment. 
The special circumstances of the Eastern region, such as, insurgency in North 
Eastern states, fear of investors due to the communist party administration in 
West Bengal, lack of political will in Bihar and Orissa and the whole Eastern 
region is lacking behind if compared with the rest of the country in 
infi-astructure; are important factors which did not allow Venture Capital to 
develop in the region. On the other hand, the regions of North especially Uttar 
Pradesh has been facing political upheavals. Other states of the North have 
performed well in stabilizing the growth of Venture Capital. But in comparison 
to South or West their policy is less attractive for Venture Capital 
investments. In South and West there has been investor friendly atmosphere. 
Like Northern region there has been no problem due to communal and caste 
based politics. All the metro cities are situated in South and West except Delhi 
or National Capital Region (NCR). The share of the cities, such as, Mumbai, 
Bangalore, Chennai, Hyderabad and Pune is leading country's total Venture 
Capital investment. 
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Finally, the Researcher has come out with the suggestions along with the 
strategies for overcoming the existing problems. Coping with challenges have 
also been offered for further promotion of Venture Capital industry. The central 
problems or challenges are legal issues, regional imbalance, sectoral shifts, 
stage wise shift, changing scale of investment, increasing risk aversion and 
entrepreneurial development. The direction for future researches in the realm of 
Venture Capital financing has also been identified by the researcher. 
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The emerging economies are typified by fundamental and wide-ranging 
institutional transformations in the wake of Liberalization, Privatization and 
Globalization (LPG). The accessibility of Venture Capital has encouraged the 
materialization of several high-growth firms in a number of developed countries, 
like the United Kingdom (UK), the United States of America (USA) and 
numerous other economies. This has made the planners recognize that the Venture 
Capital is a critical factor for the development of a region's economy. As a matter 
of fact, in changing business environment, the task of Venture capitalists is vitally 
changed and now patently distinguishable fi-om the role of traditional fmancial 
institutions since they accord importance to intangibles and deal with others' money. 
In the recent times, it is evidenced that the Venture Capital has begun to arrive at 
emerging economies resorting to establish its own Venture Capital industries. At 
present, the Venture Capital financing has become one of the most significant 
methods used for financing new and novel ideas proposed by the potential 
entrepreneurs who do not have the access to any other sources of finance. 
The history bears the testimony to the fact that the concept of Venture 
Capital fmancing has been lucratively transplanted in its original form or as a 
changed form in different countries and now its impact is discernible globally. 
Most of the industrialized nations accomplished their present status with respect to 
the economic development is on account of the keenness of the Venture capitalists 
to bet on the business ideas proposed by the entrepreneurs. These Venture 
capitalists are extraordinary breed of entrepreneurs who initiate to assist other 
entrepreneurs to achieve their idea of establishing a new enterprise. The impact of 
globalization has even extended the horizon for the Venture capitalists to enter 
into novel business reahn. This is the most important reason why many of the 
venture capitalists are currently in a position even to invest abroad through and 
with the help of other Venture capitalists functioning in other countries. This is 
clear from the geographical allocation of the Venture Capital sources of countries 
in the Asia Pacific region. It is even appropriate for other regions of the world. 
Globalisation has even opened the door of technology transfer from the 
industrially developed nations to others. It is also patently discemible that more 
and more investment is made for high-tech industries aroimd the globe as well as 
in Asia Pacific region. 
The post liberalisation-globalisation era of Indian economy is navigating the 
new ways for reforms. The calibrated policy measures which emerged as a result of 
industrial liberalisation in the year 1991 had a positive influence on the overall 
business environment of the countiy. The new format of economic development has 
now emanated with substantiate investment in the knowledge-based industries. 
Venture Capital financing, which is distinct from the traditional sources, has 
emerged as an alternative financing source. Venture Capital is instrumental in 
bringing about industrial development; it is exploiting the vast and untapped 
potentialities and promoting the grov l^h of the knowledge-based industries in India. In 
the epoch of globalization. Venture Capital has tumed out to be a boon to boom 
business. Venture Capital investment has peaked up to the tune of US$10billion 
against meagre US$103 million in the initial years of liberalization. Therefore time 
is matured enough to assess various aspects of pattem and frends of Venture 
Capital financing. The assessment of varied business of Venture capitalists can 
demonsfrate its impact on different sectors of the economy. The present study is 
concemed with the issues regarding regional imbalance, sectoral shifts, changing 
scale of investment and risk element for Venture Capital financing in the post 
liberalisation regime vis-a-vis in the development banking. 
The past studies on Venture Capital financing were concemed with legal 
environment and a very few were based on primary surveys to measure 
performance of Indian Venture Capital industry. These studies are nevertheless 
found to have niggardly dealt with the existing pattern and trends in Indian 
Venture Capital and its future prospects. The present study therefore goes into the 
nitty-gritty of Venture Capital financing in post liberalisation regime covering the 
total investment, average deal size investment, stage specific investment, region 
wise and sector wise investments. The study makes a solemn attempt to trace out 
the major impacts of different policy packages which were announced for the 
growth and development of Venture Capital after 1991. 
In fine, the Researcher has arrived at the conclusion after evaluating the 
relevant issues that still a lot is to be done for making Venture Capital industry 
globally competitive. It is believed that the flourishing Venture Capital industry in 
India can fill the gap between the capital requirements of knowledge based start-
up enterprises or entrepreneurship and finance available by traditional lenders, 
such as, banks and financial institutions. 
Pre-view of Chapters 
The thesis is divided into ten chapters according to the importance of the 
topics. The first chapter is the research fi-amework and design which consists of 
problems, review of literature, scope, objectives, importance, methodology, and 
the hypotheses. The second chapter is designed on the conceptual review of 
Venture Capital evolution, concept, stages, process, exit routes and all other 
related concepts. The third chapter describes the international scenario of Venture 
Capital with an analytical framework in five regions, such as. North America, 
Europe, Asia Pacific, Afiica and Middle East and South and Central America. The 
fourth chapter is a brief outline on the business and legal environment of Venture 
Capital describing different phases of growth in India. Chapters, five, six, seven, 
eight and nine present the major analysis pertaining the pattern and trends in 
Venture Capital financing in India in post liberalisation period. These chapters 
deal with the total Venture Capital and its deal size specific, stage wise, sector 
specific and region wise investments. The last chapter consists of findings, 
suggestions, recommendations and directions for ftiture researches. 
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Chapter-I 
INTRODUCTORY BACKGROUND, RESEJUICH DESIGN AND 
FRAMEWORK OF THE STUDY 
1.1. Introduction 
Venture Capital industry is considered the most vibrant and fast 
emerging in the wake of liberalization and globalization the world over. It has a 
vital role for industrial and institutional development playing a strategic role in 
the development of new technologies and ideas. The Venture Capital in fact 
refers to investment funds or partnerships that concentrate on investing in 
promising start-up and emerging companies. Venture Capital is hence the 
finance provided by professionals or Venture Capital firms who invest in 
companies that seem to have the potential to develop into significant economic 
contributors. 
The concept of Venture Capital fund was bom with a fundamental 
objective to provide initial capital and support in building capital base to the 
entrepreneurs, having a sound background of professional education, expertise 
and initiative to launch the business based on fast changing technology. In 
broad sense, the Venture Capital is defined' as "the capital provided by the 
firms who invest alongside management in young companies that are not 
quoted on the stock market. The objective is high return from the investment. 
Value is created by the young company in partnership with the Venture 
Capitalist's money and professional expertise." In other words Venture Capital 
financing means providing financial and managerial assistance to new 
innovative entrepreneurs to establish or expand their businesses. Venture 
Capitalist fulfils financial needs as well as managerial assistance of firms in 
pre-listing stage. 
In India the implementation and concept of Venture Capital financing 
was suggested by R.H. Bhat^  committee way back in 1973. This committee 
was established to study the status of small and medium enterprises in India. 
However, it took further 15 years to get oiFicial recognition which was also 
supported by the World Bank report in 1989 .^ The first guideline for domestic 
Venture Capital funds was implemented in the year 1988 but it was 
notwithstanding failed under typical Indian bureaucratic set up. The industrial 
liberalisation policy initiated in 1991 opened the way for private and foreign 
players in Indian financial system. The Venture Capital industry in India 
flourished thereafter with the establishment of Security Exchange Board of 
India (SEBI) and Indian Venture Capital Association (IVCA) in 1992, and 
1993 respectively. 
The present study discusses the various issues and prospects of Venture 
Capital financing in India since economic liberalization of 1991. The Research 
Scholar is of the view that in post-liberalisation regime Venture Capital firms 
have grown in all hues with the development of new technology, the expansion 
and modernization of new telecom, IT, healthcare, and other varied important 
investment arenas. The study mainly focuses on the analysis of varied aspects 
of investment pattern and trends of Venture Capital firms after 1991. The 
government of India realized the importance of Venture Capital and Venture 
Capital industry in India emerged in its full-fledged manner only after 1996. 
Guidelines for Venture Capital have been witnessing several amendments 
according to the need of the time to attract the domestic and foreign players. 
1.2. Statement of Problem 
In India the Venture Capital industry is still in a nascent stage while 
comparing with the developed countries, such as, the U.S and the U.K. 
However, when compared with the Asia-Pacific region, Indian Venture Capital 
occupies the front seat. For development and augmentation of Venture Capital 
investment in India Security Exchange Board of India (SEBI) set up two 
committees under the chairmanships of KB Chandrasekhar"* (2000) and Dr. 
Asok Lahiri (2003) respectively. The Planning Commission^ also appointed 
one working group on technology innovation and Venture Capital in 2006. 
Although the recommendations of these committees are still not fully accepted, 
yet on the basis of these recommendations the government of India joined with 
the regulatory body of Security Exchange Board of India (SEBI). SEBI has 
now been issuing guidelines and liberalizing the policies towards Venture 
Capital in India till the date. It is felt that these policies have boosted the 
Venture Capital investment. The one and a half decades of financial 
liberalisation has witnessed a growth of more than 15 times in the total 
financing pattern and trends which has attained the level of 7.14 US$ billion in 
2006 consisting of establishment of new technology ventures, supporting new 
entrepreneurs and also expansion of blue-chip companies. 
Inspite of this much growth the experts feel that, given the potential of 
Indian Venture Capital industry more growth was expected but it could not 
happen since the investment was influenced by various domestic and 
international events, such as, movement of stock market indices all over the 
world, down fall of twin towers and instability of the government. But the 
reality is required to be known. 
The trends in all sort of investment show the changing phenomena, 
whether the same trend is being followed by the Venture Capitalists or not. 
Whatever pattern is going on in Venture Capital financing at national level, for 
last one and a half decades is not known specifically in terms of region, stage, 
industry, and sector. Therefore one of the major constrain is regarding the 
analysis of pattern and trends prevailing in the realm. 
The Venture Capital industry in India is still protected. As a matter of 
fact it has not been liberalized up to the desired level. There are so many 
restrictions regarding deferent aspects of Venture Capital in India , such as, 
sectoral restriction; Venture Capitalists cannot invest in every sector, 
infrastructure, real estate is out of their scope. These policies are required to be 
rechecked for further growth of Venture Capital. 
1.3. Review of Literature 
A good number of studies have been conducted in the area of Venture 
Capital in both Indian and international scenario that mainly focus on the legal 
environment policy measures, trends in investment and valuation process. In 
India the Venture Capital industry is comparatively on its growth stage and the 
studies have been conducted only in the area of legal and regulatory 
framework. However a few studies have been made on pattern of investments 
but not in descriptive manner and that too not sufficient enough to pronounce 
the focal point of Venture Capital in India. 
The studies in international scenario are much explanatory in nature and 
the corporate bodies and Organisation for Economic Cooperation and 
Development (hereafter OECD) and various other agencies are still focusing on 
the trends in investment by the Venture Capital industry which is the most 
vibrant in both developed and developing countries. The review of the previous 
studies in Venture Capital is classified into national and international scenarios 
according to the importance of nature. 
1.3.1. International Scenario 
The Venture Impact'', (2004 and 2005), the Reports of Global Insight, a) 
"Venture Capital Benefits to the U.S. Economy, b) "Economic Importance of 
Venture Capital Backed Companies to the U.S Economy" provide an overview 
of the findings contained in the Global Insight study. Venture Impact 2004: 
Venture Capital Benefits to the U.S Economy, commissioned by the National 
Venture Capital Association (NVCA). The Venture Capital contribution to U.S 
jobs, economic growth, and technological progress has climbed steadily over 
the last three years. The most recent data show that Venture Capital continued 
to play a paramount role in nourishing the U.S economy by bringing concepts 
and business models to life. Global Insight (formerly known as DRI-WEFA) 
constructed a database consisting of 26,494 Venture Capital financed 
companies. The database allows Global Insight to estimate the sales and 
employment contribution of venture backed firms. The Report points out that 
Venture Capital backed companies employed more than 10 million, American 
workers and generated US$1.8 trillion in sales in 2003. In particular, strong 
employment gains were recorded in the heavily ventured medical sectors 
between 2000 and 2003. Venture backed Breeder industries with a heavy 
emphasis on research and development, like biotechnology and healthcare 
products; have made great employment gains since 2000. Underpins Leading-
Edge Research and Development Venture backed firms are the national leaders 
in research and development. The findings of the reports summarized that total 
revenue of Venture Capital backed companies amounted to 16.6 percent of U.S 
GDP. Total employment of Venture Capital backed companies registered 9.0 
percent of U.S private sector employment. Nicole R. Onorato*, (1997), made a 
study on "Trends in Venture Capital Funding in the 1990s", which examines 
the answers for who supplies Venture Capital, who receives it, and how is it 
changing the U.S economy? The report further verifies the overall trends in 
Venture Capital investments in the United States by state, by industry trends in 
Venture Capital investments by Small Businesses Investment Corporation 
(SBICs), trends in Venture Capital funds, profile trends of companies in which 
Venture Capitalists invest, impact of Venture Capital investments on company 
growth. 
Ron Martin, Christian Berndt, Britta Klagge, Peter Sunley, Stephan 
Herten^ (2004), in their paper on "An Anglo-German Foundation Report 
Regional Venture Capital Policy U.K and Germany Compared", bring out that 
over the past two decades considerable interest has focused on the importance 
of Venture Capital in funding new, especially innovative enterprises. Concern 
has been expressed that the scale and dynamism of the Venture Capital market 
in Europe has lagged far behind that in the United States, and debate has 
consequently highlighted the role that public policy can play in stimulating and 
supporting Venture Capital activity in European countries. The study examines 
these issues by comparing the Venture Capital market and its regional impact 
in the United Kingdom and in Germany. It uses information gained from an 
original survey of Venture Capital firms and from interviews with key policy 
actors in the two countries, as well as data from the two national Venture 
Capital associations. The U.K and Germany afford interesting comparison: 
they not only differ in the size and maturity of their Venture Capital markets, 
but also in the extent and nature of their institutional set-ups and policy 
interventions. The study finds that in both countries Venture Capital investment 
has been distinctly uneven geographically. In the U.K a disproportionate share 
of Venture Capital investment (both general and high-technology) has gone 
into London and the South East and relatively little into northern and peripheral 
regions of the country. In Germany investment has been more evenly 
distributed, although Baden-Wurttemberg and Bayem have dominated 
investment in high-technology industry. The study also reveals considerable 
evidence of Venture Capital gaps in both countries, especially in the lower 
levels of the market (seed, start-up and early-stage projects), but relatively little 
evidence of a perception of regional gaps by Venture Capital firms. 
Dushnitsky and M. Lenox'", (2004), in a research paper on "When Does 
Corporate Venture Capital Investment Creates Firm Value?" states that over 
the past decade, billions of dollars have been invested by establishing 
companies in entrepreneurial ventures; which is often referred to as corporate 
Venture Capital. Yet, there is little systematic evidence whether corporate 
Venture Capital investment creates value to investing firms. This study 
supplements existing work in two ways. First, it studies the conditions under 
which Corporate Venture Capital (CVC) investment creates value for investing 
firms. By looking at value creation, it goes beyond narrow financial returns and 
captures both the financial returns and the strategic benefits. Second, it 
employed a panel of about 1,200 U.S public firms during the period 1990-
1999. With the use of extensive archival data, it was possible to study the 
impact on firm's value creation while controlling macroeconomic conditions, 
industry environment and firm characteristics. This study further suggests that 
corporate Venture Capital investment is associated with the creation of firm 
value, but this relationship is conditional on both sectoral and firm-specific 
factors. In particular, the positive relationship between Corporate Venture 
Capital and firm value is greatest within the devices, semiconductor, and 
computer sectors. Moreover, the contribution of corporate Venture Capital 
investment to firm value is greater when firms explicitly pursue Corporate 
Venture Capital to harness entrepreneurial inventions. Thus, varied Corporate 
Venture Capital performance may be best explained by differences in the 
underlying objectives of the programs. The study concludes that in those 
industries where entrepreneurial ventures are an important source of 
innovations, corporate Venture Capital can be a vital part of a firm's innovation 
toolkit. Based on a large sample of all corporate Venture Capital investing 
firms and their industry peers, the study found that corporate Venture Capitalist 
experiences increased value creation, as measure by levels 
Another important study on international scenario of Venture Capital 
was presented by Deloitte and Touche", (2006). "Global Venture Capital 
Survey", (Global Insight Report 2006). The study has discussed about the 
trends of Venture Capital investment all over the world up to 2005 especially in 
developed coimtries as well as the two fast growing economies of Asia i.e. 
India and China. According to the survey the picture of global investment will 
be one in which borders are increasingly greyed. Rather than opening offices 
overseas or relocating partners to far-flung regions. Venture Capitalists will 
find investors with experience operating in that market. The study has the key 
findings, such as, China and India lead the way as targets for globalization 
efforts by Venture Capitalists the U.S. leads the way in manufacturing, R&D, 
and engineering in the eyes of non-U.S Venture Capitalists; China leads the 
way in manufacturing and India in R&D and Engineering in the eyes of U.S . 
Venture Capitalists. Top three methods for expanding globally for all Venture 
Capitalists, in order of preference; require partners to travel more, investing 
with investors that have a local preference, and developing strategic alliances 
with foreign based firms. Top three impediments for U.S Venture Capitalists to 
investing in China are intellectual property laws, travel time and effort, and 
lack of knowledge or expertise of business environment. 
Another significant study on global Venture Capital trends and people 
perception has been presented by Deloitte Touche Tohmatsu'^ , (2006), in 
"Global Trends in Venture Capital 2006". This is a survey report which was 
sponsored by DTT TMT INDUSTRY GROUP. The survey was designed to 
provide insight into the attitudes and intentions of Venture Capitalists around 
the world regarding specific geographic regions and industry sectors. The 
survey results indicate that while the mature Venture Capital markets in the 
United States and the United Kingdom continue to develop, traditional 
geographical boundaries are less of a barrier as more Venture Capitalists look 
to new regions for new ideas, new markets, and new entrepreneurs. It was 
made in April and May 2006, based on 505 responses from general partners of 
Venture Capital companies with assets under management ranging from less 
than $100 million to greater than U.S$1 billion. Of the 505 total respondents, 
279 were based in the Americas, 140 in Europe, Middle East and Africa and 86 
in Asia Pacific. The survey questions were designed to show the degree to 
which Venture Capitalists are expanding their worldwide investment focus, 
identify territories they are targeting for expansion, and see how their business 
practices are changing in order to accommodate a more global approach to 
investing. Likewise, respondents were asked about the barriers they saw to 
establishing footholds in various geographic markets as well as the ongoing 
challenges they encounter doing business in other territories. 
The data collected suggest that the intersection of mature and emerging 
Venture Capital markets is imminent, but not impulsive. Indeed many industry 
observers believe that the global investment activity is expanding slowly and 
Venture Capitalists are moving cautiously as they explore the right business 
model, for a more global approach to find opportunities and generating better 
returns for their investors. Of the 119 European respondents, almost 70 percent 
indicated their intent to expand their international, investment focus over the 
next five years. For 73 percent of those looking to expand internationally other 
European territories is their primary destination. Of the Asia Pacific and U.S 
respondents, 12 percent and 14 percent, respectively, indicated an intention to 
expand their European investment focus. These factors make it clear that the 
expansion of the Venture Capital industry throughout Europe is under way. 
In Asia Pacific, of the total 86 respondents, 58 percent indicated an 
interest in expanding internationally of which 60 percent indicated they will 
increase their focus in Asia Pacific. Of the 226 respondents in the United 
States, a significant number (53 percent) indicated that they intend to expand 
their international investment focus; however, only 19 percent of the 
respondents indicated that they expect to reduce their investment in the United 
States. This indicates that while global expansion emerges, the United States 
will likely continue to have a healthy supply of Venture Capital enabling its 
entrepreneurial community to thrive. 
On the whole the data clearly demonstrate that the Venture Capital 
industry is evolving to a global business model where the pursuit of 
opportunities will not be restricted by geographic barriers. This new business 
model will be complex, extremely competitive, and will require Venture 
Capital firms to develop broad global networks. The Venture Capitalist 
community is already constructing much of this new model and new alliances 
are in the plarming stages. 
Kenney Martin's'^ , (2000), working paper on "Note on Venture Capital", 
discusses the Venture Capital and its varied aspects of issues, such as, 
globalization. The report focused on the continuing debates regarding the 
efficacy of a Venture Capital-based irmovation system. There have been 
recurring criticisms of Venture Capitalists for encouraging the exodus of high-
level managers and even entire research teams from existing firms thereby 
disrupting product development teams. In Europe some have seen Venture 
Capital the harbinger of rampant individualism and greater income inequality 
and social differentiation. The emphasis on large capital gains is thought by 
some to bias the economic system against incremental process innovation and 
large-scale systems innovation, such as, transportation systems. Despite these 
concerns, Venture Capital as an institution for supporting innovation has 
experienced a cyclical pattern with massive secular growth during the past six 
decades. The study concludes that Venture Capital has been widened all over 
the world due to special economic equations after 1990s. The exceptions were 
a few firms in the United Kingdom, and notably, Israel, which became a center 
of Venture Capital-financed start-ups in the 1990s. In the late 1990s, due to the 
new opportunities for new firm formation to exploit the Internet, there was a 
proliferation of Venture Capital firms in not only Europe, but also Latin 
America and Asia. 
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Another important discussion paper on the Venture Capital status of 
developing countries by Mani Sunil and Bartzokas Anthony''*, (2002), on 
"Institutional Support for Investment in New Technologies: The Role of 
Venture Capital Institutions in Developing Countries, focuses on the worldwide 
development of Venture Capital in comparison with developed countries. The 
paper stresses on the role and institutional framework supporting investment in 
new technologies. In specific terms, the paper, based essentially on secondary 
source material, maps out the ways in which countries have gone about 
promoting Venture Capital based new technology firms. 
The paper concludes about the role of Venture Capital, as an input to 
innovation is now a more or less accepted fact, though the empirical 
substantiation for this statement has come only from the U.S. However, the 
analysis has sought to extend this line of reasoning to developing countries. 
Although uneven in its spread across the countries, the concept of Venture 
Capital is now fast spreading to most countries and especially to those 
countries which have well developed exit mechanisms, such as, reasonably 
well functioning stock market. 
Gunseli Baygan,'* (2004), in the OECD Report "Science Technology 
Industry Venture Capital: Trends and Policy Recommendations", analyzes the 
recent market trends and the policy framework in selected OECD countries, as 
a part of the OECD project on Growth Follow-up: Micro-Policies for Growth 
and Productivity. Five policy areas, which are conducive to increasing the 
supply of Venture Capital, are surveyed: investment regulations, taxation, 
public equity programmes, business angel networks, and second-tier stock 
markets. Peer reviews have taken place on a voluntary basis in the Committee 
on Industry and Business Environment (CIBE). Ten countries have been 
reviewed, including: Canada, Denmark, Israel, Korea, Norway, Portugal, 
Spain, Sweden, the United Kingdom, and the United States. The following is a 
synthesis of the main findings, highlighting recent market trends, effective 
policies and recommendations that can serve as a guide for policy reform in 
individual countries. The OECD Growth Project recommended increasing 
access to high-risk finance to stimulate firm creation and entrepreneurship, one 
of the main drivers of growth and productivity performance. 
John M. Quigiey, Susan E. Woodward'^  (2003), in research paper 
entitled "An Index for Venture Capital", attempted to build an index of value 
for Venture Capital. The approach overcomes the problems of intermittent, 
infrequent pricing of private company deals by using a repeat valuation model 
to build the index, and it corrects for selection bias in the reporting of values. 
The paper uses a unique data set from sand hill econometrics. The index 
measures the return and risk for Venture Capital. Its covariance with other asset 
classes from 1987-1999 can be used to explore the role of Venture Capital in 
diversified portfolios during a period of increased importance of Venture 
Capital in the economy. The paper concludes that inclusion of Venture Capital 
in a portfolio could increase returns at the same levels of risk by something less 
than one percentage point. 
Shachmurove Yochanan's'^  (2005), paper on "Geography and Industry 
Meets Venture Capital", studies Venture Capital investment activity in the 
United States from 1996 to 2005, stratified by both locations and industries. 
The paper raises the question of whether location and geography are still 
important features to explaining Venture Capital investment decisions. The 
paper further emphasise that in addition to geographic considerations, there are 
different industries and sectors which are also important in explaining the 
amount of dollars invested in Venture Capital. Through the lens of economic 
geography, the paper examines the impact of industrial and regional 
characteristics on Venture Capital activities from 1996 to 2005. Analyzing 
Venture Capital data with nineteen regions and seventeen industries, this study 
affirms the significance of geography and industry for investment trends in 
Venture Capital. Kenneth P. Morse's'*, (2001), paper on "Trends in Global 
Venture Capital", concludes that the Laws of Gravity never repealed 
entrepreneurs need to have outstanding team, technology, value proposition, 
market, customers. 
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Andy Lockett, Mike Wright, Harry Sapienza, Sarika Pruthi'', (2004), 
writes a research paper on "Venture Capital Investors, Valuation and 
Information: A Comparative Study of the U.S, Hong Kong, India and 
Singapore". The paper compares the approaches to investee valuation and 
sources of information used by Venture Capital investors in the U.S, Hong 
Kong, India and Singapore. The results identify significant differences in 
respect of the use of asset valuation. Earnings before Interest Depreciation and 
Amortization (EBITDA) and options based valuation methods. Significant 
differences are also identified in respect of the use of various sources of 
information for valuation, notably the use of business plan data, own due 
diligence, sales and product information and information relating to 
entrepreneurs. 
The paper by Joseph A. McCahery, Erik P.M. Vermeulen^ ", (2004), on 
"Limited Partnership Reform in the United Kingdom: A Competitive, Venture 
Capital Oriented Business Form", evaluates the primary legal and financial 
mechanisms that help support the development of a Venture Capital market. 
Specifically, the paper argues that emulating the organization and contractual 
pattern of the U.S Venture Capital market could enhance the development of 
the European Venture Capital market. The study shows that the modernization 
of the 'venerable' limited partnership form, based on U.S experiences, offers 
substantial contracting benefits for investors and is crucial to the operation of a 
mature Venture Capital market. The study also argues that the emergence of 
more efficient limited partnership structures can emerge from jurisdictional 
competition between European states. The study provides an understanding of 
the competitive forces that shape legal change, which has implications for the 
ongoing debate in Europe over the reform of limited partnership law and 
related business forms. 
The paper authored by Rafael RepuUo and Javier Suarez^ ', (2004), on 
"Venture Capital Finance: A Security Design Approach", characterizes the 
optimal securities for Venture Capital finance in an environment with multiple 
investment stages and double-sided moral hazard in the relationship between 
entrepreneurs and Venture Capitalists. It shows that if the conditions relevant 
for continuation into later stages are verifiable, the optimal security gives the 
Venture Capitalist a constant share in the success return of the project over a 
predetermined set of continuation states. Otherwise, the parties sign an initial 
start-up contract that is later renegotiated. In this case, in order to minimize the 
incentive distortions associated with the burden of early financing stages, the 
optimal start-up security gives a zero payoff in low profitability states and 
thereafter an increasing share in the success return of the project. 
Gunseli Baygan^ ,^ (2003), presented a study report on "Venture Capital 
Policy Review: United Kingdom", which outlines that despite high levels of 
private equity financing in the United Kingdom, relatively little funding is 
reaching small, techno logy-based companies. The study has been presented in 
two sections, first trends in Venture Capital markets its investment by stage and 
deal size, investment by sector, investment by region, funds raised by source. 
Second section deals with Venture Capital policies and programmes, 
investment regulations tax incentives equity programmes business angel 
networks second-tier stock markets. The study found that the institutional 
investors, both domestic and foreign, remain focused on later-stage deals. The 
United Kingdom has implemented several policy initiatives to improve the 
access of small firms to equity financing, including generous tax incentives and 
support for business angel networks. However, problems persist in targeting 
financing to smaller enterprises, start-ups and outlying regions. A new policy 
approach, which follows the example of the United States, This combines 
government equity with private sector management to leverage private 
financing for small deal, sizes and also eases rules on institutional investors. 
The paper finally analyses trends in U.K Venture Capital markets and makes 
policy recommendations that have been developed through an OECD peer 
review process. 
The study by Emmanuelle Dubocage and Dorothee Rivaud-Danset^ ,^ 
(2002), entitled "The Development of Venture Capital in Europe the Role of Public 
Policy", analyses the recent development of specific mode of Venture Capital 
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financing. The study reveals innovation has been accompanied by intensified 
support from public authorities. The study points out that backwardness of 
Western European countries compared with the United States is due to the 
handicaps inherent in their National Systems of Innovation (NSI), which 
justifies the intervention of the public authorities. 
Laura Bottazzi and Marco Da Rin^ '*, (2002), authored a paper on 
"Venture Capital in Europe and the Financing of Innovative Companies", 
which explains that the Venture Capital is considered to be the most 
appropriate form of financing for innovative firms in high-tech sectors. Venture 
Capital has greatly developed over the last three decades in the United States, 
but much less so in Europe, where policy makers are striving to help channel 
more funds into this form of financial intermediation. The study further 
provides the first assessment of Venture Capital in Europe and documents its 
development in the 1990s, and also provides a conceptual framework for this 
analysis. Comparing the evolution and structure of European and American 
Venture Capital, the study finds the wedge between these two industries to be 
large and growing. Then the study looks at the involvement of Venture Capital 
with some of Europe's most innovative and successful companies: those listed 
on Europe's 'New' Stock Markets. Using a unique, hand collected data set 
from the listing prospectuses and annual reports of these companies, the study 
finds out European Venture Capital to have a limited effect on their ability to 
raise funds, grow, and create jobs. At last the study concludes that public 
support of the European Venture Capital industry should look at both its 
growth and at its maturation. 
Giinseli Baygan's^ ,^ (2003), study on 'Venture Capital Policy Review: 
Israel" commends that Israel has a higher level of Venture Capital as a share of 
GDP than any OECD country. The paper analyses trends in Israeli Venture 
Capital markets and makes policy recommendations that have been developed 
through an OECD peer review process. The study reveals that most Israeli 
Venture Capital is channelled to early-stage companies, particularly start-ups in 
sectors based on information and communications technology (ICT) and 
biotechnology. The study also suggests that there is now a need for a change in 
tactics to maintain private venture funding for both portfolio and seed firms. 
While new incentives are being given to foreign investors, domestic venture 
investments could be encouraged through tax breaks, expanded opportunities 
for institutional investors, and reforms to the Israeli stock exchange. The study 
concludes that Israel needs to sustain growth in the venture sector while 
reducing dependence on a limited number of capital sources. 
Gil Avnimelech and Morris Teubal", (2002), in their study on "Venture 
Capital-Start-up Co-evolution and the Emergence of Israel's New High Tech 
Cluster" analyses the Emergence of Israel's Venture Capital Industry as part of 
the re-configuration of the Electronics Industry of the 80s into a new high tech, 
Venture Capital and Start Up intensive, cluster. The basic process analyzed is 
co-evolution between Venture Capital companies and start-up companies. 
Particular emphasis is given to the Background Conditions-both domestic and 
international; the immediate pre-emergence conditions (1990-92) where a 
substantial process of Business Experimentation and Policy Learning 
(generating variation and selection) took place; and the Emergence period 
itself (1993-96) triggered by a targeted program focused on the Venture Capital 
industry (yozma program). A basic feature of the new model of high tech are 
start up links with Global capital markets, particularly NASDAQ (a process 
which began prior to 1993 and which was reinforced with the emergence of the 
Venture Capital industry). The study concludes that the Israeli experience 
cannot be replicated elsewhere. There are, nevertheless, important policy 
lessons for other countries and regions. 
The empirical work of Dr. Wei Zhang", (2004), on "China's Venture 
Capital System and Investment Decision Making", is based on the current 
status problems and prospects of the Chinese Venture Capital industry in the 
post liberalisation globalisation era which elaborates about the evolving 
structure and system of Venture Capital industry in China, the investment 
process and how do international Venture Capital firms make decisions when 
investing in China, reasons of several Venture Capital firms outperformed 
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others and losing money, and challenges of Venture Capital industry lie ahead. 
The study identifies that the Venture Capital in china is relatively recent 
phenomenon, emerged from decades of government-led technology policy. 
However, there still-transitioning business system exists. The major 
characteristics of Venture Capital in china are promoted (by government), not 
as a means to private gain, but as a critical mechanism of linking standard 
structure and outputs and institutionalization of China's Venture Capital 
system. The study suggests that Central government should give more focus on 
policy of decentralization. Provide legitimacy to Venture Capital as well as 
private entrepreneurship. 
Sunil Mani^ *, (2004), authored a paper entitled "Government, Innovation and 
Technology Policy: An International Comparative Analysis", which undertakes a 
comprehensive analysis of the changing role of government with respect to 
domestic technology development in developing countries. Firstly, developing 
countries are categorized into two groups: those that possess the potential to 
create new technologies and those that do not. There are 11 countries in the 
first group and the present analysis is restricted to five countries that belong to 
this category. The paper analyses in depth the fiscal and non-fiscal instruments 
that these countries have employed to stimulate investments in R&D in the 
enterprise sector. The basic conclusion of the paper is that for financial 
instruments , such as, tax incentives and research grants to succeed a strong 
emphasis needs to be placed on non-fiscal measures, the most important of 
which is human resource development. 
Giinseli Baygan and Michael Freudenberg '^, (2000), presented a paper on 
"The Internationalization of Venture Capital Activity in OECD Countries: 
Implications for Measurement and Policy". The paper narrates that Venture 
Capital has grown significantly in most OECD countries during the 1990s, and 
is increasingly associated with improved firm performance in terms of survival 
rates, iimovation and growth. The paper further compares Venture Capital 
activity across OECD countries by taking into account international Venture 
Capital flows. Most comparisons are based on data concerning investments 
made by Venture Capital funds located in a given country ("country of 
management"). In contrast, this paper also uses a more policy relevant measure 
that examines data on investments made in a country ("country of 
destination"), by subtracting cross-border outflows and including inflows. For 
countries, such as, Ireland, Denmark and Switzerland, inflows plus outflows 
largely outweigh investments by domestic Venture Capital funds. Some 
countries, especially Ireland and Denmark, have significant net inflows of 
Venture Capital, while net outflows appear for the United Kingdom and 
Switzerland. 
On the whole it is inferred that a lot of research work has been done 
variegated aspects of Venture Capital financing of the developed world. In the 
following paragraphs a comprehensive review is presented as regards the 
Venture Capital investments in India. 
1.3.2. Indian Scenario 
In Indian scenario the report of Venture Capital committees set up time 
to time have laid emphasis on different aspects of Venture Capital in post 
liberalisation globalisation regime. The latest report of Shri Nitin Desai^ °, 
(2006), "The Planning Commission Report of the Committee on Technology 
Innovation and Venture Capital", which takes into consideration the Indian 
Venture Capital discusses the Indian peoples perception on innovation and 
capital markets. Venture Capital in India, and proposals for action . This 
Committee was in fact set up as a follow up of the Chandrasekhar Committee, 
(2000) and Ashok Lahiri Committee (2003) under the chairmanship of Shri 
Nitin Desai, Former Finance Secretary, Government of India (GOI) and Under 
Secretary General United Nations (UN) on the basis of objectives, such as, to 
examine innovation and technological dynamism in both the modem and 
traditional sectors. The Committee examines the relationship between research, 
entrepreneurship and financial markets, the policy environment for Venture 
Capital. The committee recommended policy changes to encourage the flow of 
Venture Capital for facilitating start-ups and new ventures. The report also 
focused on the past history of Indian Venture Capital trends and past 
performance of Indian venture industries and future prospective. 
The committee further states that the Venture Capital industry in India is 
still at a nascent stage. Its further growth will require a change in the way 
innovation and investment finance connect. India needs Venture Capital funds 
that are more than financing windows. They must have the domain knowledge 
to provide management support to new enterprises. This is particularly 
important for the technology start-ups that are of particular concern. The 
counterpart to this is a cultural change amongst new entrepreneurs that makes 
them more amenable to monitoring and guidance from their financiers. India 
also needs a more organised system for ensuring a deal flow for venture 
funding 
As a result of the committee sittings, 19 sets of recommendations were 
made that can hopefully lead Indian Venture Capital towards the new arena of 
the postmodern innovative venture ideas which consists of: a) the Government, 
through the Department of Human Resource Development (DHRD), University 
Grant Commission (UGC) and All India Council for Technical Education 
(AICTE), should encourage all science departments and technical education 
and training institutions to include entrepreneurship and new venture 
management (including global project management) courses in their 
curriculum; b) Venture funds and other financing institutions, particularly those 
through which government funding is channelled, should encourage 
entrepreneurship promotion and education schemes designed to find, assist and 
train new technology entrepreneurs, c) universities and research institutions 
should provide referral services and laboratory facilities to their alumni to help 
them to prove project ideas, d) The major centres of technology education and 
research be encouraged to set up Enterprise Units, organised as independent 
societies or not-for-profit companies; e) all leading technology institutions 
should setup profit-sharing Enterprise Incubation Units, organised as 
independent societies, able to hold equity and well connected with the local 
business community; f) the Government must relax constraints on institutional 
investment in domestic venture funds, starting with institutions, which were 
earlier allowed Venture Capital investments; g) a fiscal incentive in the form 
of a set off against taxable income be provided for individuals who invest in; h) 
Security Exchange Board of India (SEBI) should register groups of high net 
worth individuals located in India or overseas, who meet the criteria of being 
independent investors, as accredited investors and offer them the same rights 
(including tax pass through privileges) as registered Venture Capital firms; I) 
and the Government, acting jointly with its counterparts in other countries, 
should use public resources to facilitate partnerships between Indian and 
foreign venture funds by underwriting downside risks. 
The Advisory Committee on Venture Capital in India was constituted 
under Dr. Ashok Lahiri, (2003), by Security Exchange Board of India (SEBI) to 
help the board in considering the amendments in policy matters regarding 
Venture Capital and to facilitate the further development of vibrant Venture 
Capital industry in India. The committee was set up on certain objectives, such 
as, to advise the board on issues related to development of Venture Capital 
Funds (VCFs) and on matters relating to regulation of Venture Capital Funds 
and Foreign Venture Capital Investors (FVCIs), and also on measures required 
to be taken for changes in legal framework, or amendments. The report begins 
with a consideration of the wide role of Venture Capital to encompass not just 
information technology, but all high-growth technology and knowledge-based 
enterprises. The endeavour of the Committee has been to make 
recommendations for changes in the legal framework and regulations that will 
facilitate the further development of a vibrant Venture Capital industry in India. 
The key findings of the committee are three broad sets of issues: operational, 
tax related and pertaining to foreign exchange matters. 
Report of K.B. Chandrasekhar^ ', (2000) Committee on Venture Capital 
in India, states that the Venture Capital industry in India is still at a nascent 
stage. With a view to promote innovation, enterprise and conversion of 
scientific technology and knowledge-based ideas into commercial production, 
it is very important to promote Venture Capital activity in India. India's recent 
success story in the area of information technology has shown that there is a 
tremendous potential for growth of knowledge-based industries. This potential 
is not only confined to information technology but is equally relevant in several 
areas , such as, bio-technology, pharmaceuticals and drugs, agriculture, food 
processing, telecommunications, services,. Given the inherent strength by way 
of its skilled and cost competitive manpower, technology, research and 
entrepreneurship, with proper envirormient and policy support, India can 
achieve rapid economic growth and competitive global strength in a sustainable 
manner. A flourishing Venture Capital industry in India will fill the gap 
between the capital requirements of technology and knowledge based start-up 
enterprises and flmding available from traditional institutional lenders, such as, 
banks. 
Beginning with a consideration of the wide role of Venture Capital to 
encompass not just information technology, but all high-growth technology and 
knowledge-based enterprises, the endeavour of the Committee has been to 
make recommendations that will facilitate the growth of a vibrant Venture 
Capital industry in India. The report examines (1) the vision for Venture 
Capital (2) strategies for its growth and (3) how to bridge the gap between 
traditional means of finance and the capital needs of high growth start-ups. 
The Indian Venture Capital regulator, the Securities and Exchange 
Board of India, accepted a report based on these proposals and the Ministry of 
Finance has put some of the proposals into law. An analysis of the accepted 
proposals shows the least progress in currency reform and in prudent expert 
rules. The forecast is for modest growth of the Venture Capital industry, with 
substantial growth unlikely until the remaining proposals are accepted. 
One of the important studies in Indian scenario pertaining to Indian 
Venture Capital industry is of Dossani Rafiq and Kenney Martin^ ,^ (2001). In 
their study on "Creating an Environment: Developing Venture Capital in 
India", the authors illustrate that the earlier patterns of growth or failure in 
Venture Capital industries in other countries and regions indicate that the 
evolution of Venture Capital seems to be either entry into a self-reinforcing 
spiral, such as, occurred in Silicon Valley and Israel, or growth and stagnation, 
as occurred in Minnesota in the 1980s or the United Kingdom until recently. 
Given India's wish to develop a high-technology industry funded by Venture 
Capital, it is necessary to keep improving the environment by simplifying the 
policy and regulatory structure (including eliminating regulations that do not 
perform necessary fianctions, such as, consumer protection). 
The study also finds that to encourage the growth of Venture Capital 
will require fiirther action, and it is likely that the government will continue and 
even accelerate its efforts to encourage Venture Capital investing. The role of 
the government cannot be avoided: it must address tax, regulatory, legal, and 
currency exchange policies, since many of these affect both Venture Capital 
firms and the companies that they finance. More mechanisms need to be 
developed to reduce risk if funds for Venture Capital must come from publicly 
held financial institutions managed by highly risk-averse managers. 
Another study on "Accessing Venture Capital in India in Recent Years", 
by Dossani Rafiq'''', (1999), describes that India has made good progress in the 
export of information technology (IT) software and services. Many other 
countries now look to it as a model. At the same time, India's concentration of 
low value-added services, the near-absence of technology development, and the 
total absence of hardware development suggest that IT exports are not fulfilling 
their potential, either in terms of innovative content or of possible 
sustainability. The study further concludes that, for Indian entrepreneurs, the 
costs of starting up a new venture are modest. Companies may be bought off 
the shelf and business begun relatively cheaply and quickly. However, the 
availability of infrastructure is weak as compared to developed countries. 
One more study of Dossani Rafiq^ "*, (2003), on "Reforming Venture 
Capital in India: Creating the Enabling Environment for Information 
Technology", analyses the need for Venture Capital in India to support the 
growth of its Information Technology industry. It is shown that the growth of a 
Venture Capital industry in India will help sustain growth at current levels with 
less risk, but those substantial changes in the regulatory, tax and currency 
environments are needed. An ideal environment is proposed, benchmarked 
against the U.S environment and used to develop a set of proposals for reform. 
The study in the area of risk capital in India by Dossani Raflq^ ^ (2006), 
"Accessing Early-Stage Risk Capital in India", explains the status and current 
trends in early stage financing. The study focuses on the policy and regulatory 
analysis and proposals, which includes the issues regarding public funding for 
Small Medium Enterprises (SMEs), SME Risk Capital Policy, enhancing 
investors' rights, regulatory recommendations, issues of creation of Limited 
Liability Corporations (LLC) or Limited Liability Partnerships (LLPs), 
accreditation of overseas investors, modifications to Security Exchange Board 
of India (SEBI) Venture Capital rules, recommendations for clarification and 
harmonization. 
The study also finds that the Venture Capital industry in India is still 
trapped in regulatory barriers and that too due to the private equity India has a 
considerable growing status in the world map of Venture Capital financing. 
An important study of C P Chandrasekhar^ ^ (2003), "Private Equity: A 
New Role for Finance", describes that India's experience with private equity is 
illustrative of the rush of this form of finance to the developing world. The 
acquisition of shares through the foreign institutional investor route today 
paves the way for the sale of those shares to foreign players interested in 
acquiring companies as and when the demand arises and/or FDI norms are 
relaxed. The private equity boom would now aggravate this trend of transfer of 
ownership from Indian to foreign hands. Private equity firms can seek out 
appropriate investment targets and persuade domestic firms to part with a 
significant share of equity using valuations that would be substantial by 
domestic wealth standards. According to the results of the study the 
performance of Private Equity in the year 2005 was an extremely good for 
private equity. 
The paper authored by D Nagayya", (2005), on "Venture Capital: Recent 
Trends in the Liberalization Context", reviews development of Venture Capital 
Funds (VCFs) and Venture Capital Investment (VCIs) in the country. The 
paper discusses the details of the concept, evolution, characteristics and scope 
of Venture Capital as an equity mechanism. This is also referred to as Private 
Equity (PE) investment in a company with equity securities that are generally 
not publicly traded. Private Equity focuses on active private equity investments 
that enable them to acquire a large or controlling interest in a firm with solid 
growth potential. As a result, Private Equity (PE) firms can oversee, assist, and 
if necessary, redirect the company's activities or its management. Indian 
environment of Venture Capital funds, particularly through institutional 
sources like Industrial Development Bank of India (IDBI) and Small Industries 
Development Bank of India (SIDBI) is presented in detail. To make the 
program dynamic in order to meet the needs of entrepreneurial interests in the 
small and medium enterprises sector and changes taking place are covered to 
some extent. The study highlights that the role of the nodal agency and 
Securities and Exchange Board of India (SEBI) in supervising and monitoring 
the functioning of Venture Capital funds. Involvement of the Indian Venture 
Capital Association (IVCA) in pursuing with the Government of India for 
revision of guidelines for Venture Capital Funds for different periods is also 
recapitulated. 
Ravi S Madapati^ *, (2004), has authored a paper on "Venture Capital 
Markets: Current Trends" which states that Venture Capital is the capital 
provided by a wealthy individual or group of individuals for relatively new, 
high-growth companies that have a reasonable, prospective to develop into 
highly profitable ventures. Most of the well-known companies from the tech 
world were initially funded by Venture Capitalists. Innovation is fuelled and 
funded by Venture Capital investments. As traditional sources of capital 
become scarce for new technology companies. Venture Capital funds come to 
the rescue. This article presents the development of Venture Capital markets 
and outlines a few industry standards. The article also examines the trends in 
the Venture Capital markets in recent times. Though the Venture Capital 
industry went through a period of downturn after the internet crash, by the mid-
2004, the Venture Capital investments seem to be on a rise again. 
B. Bowonder and Sunil Mani^ ,^ (2003), in their paper on "Venture Capital 
and Innovation: The Indian Experience", presents an overview of evolution of 
Venture Capital support for innovation in India. There are three governmental 
supported schemes and a large number of venture funds currently in operation. 
An analysis of Venture Capital funding indicates that Venture Capital has 
strong linkages with innovation-based clusters. The paper also summarizes the 
support provided by the venture funds to innovative firms. It has been observed 
that there are two major elements that have contributed to the success of 
Venture Capital assisted firms, such as, providing market linkages and 
sharpening the business plan. From the firm side, experiential base of the 
entrepreneurs and clarity of the market are the factors that reduced the market 
uncertainty. The analysis presented in the paper shows that linkages between 
innovation, clusters and venture support are becoming tighter. This has got 
immense importance in public policy arena. Support for creating clusters and 
developing high-tech entrepreneurs are likely to be the interventions that are 
effective. 
A study on the Venture Capital in India presented by Aggarwal Alok'"' 
(2006), in Evalueserve Study Report, on "Venture Capital Market in India 
Getting Overheated?" summarizes that the Venture Capital market in India 
seems to be getting as hot as the country's famous summers. However, this 
potential over-exuberance may lead to some stormy days ahead, based on 
sobering research compiled by global research and analytics services firm. 
Evalueserve Research reveals that an interesting phenomenon is beginning to 
emerge: Over 44 U.S -based Venture Capital firms are now seeking to invest 
heavily in start-ups and early-stage companies in India. These firms have raised 
or are in the process of raising an average of U.S $100 million each. 
The study recommends some best practices for the future of Indian 
Venture Capital such as: a) Maniacal focus on early profitability might be 
counter-productive for a product company, b) Need for continued funding but 
in small amounts, c) Indian entrepreneurs lack marketing, sales and business 
development expertise). Indian entrepreneurs are hesitant to give up control, e) 
Lack of financial transparency and other processes, g) Investment thesis and 
the current model are un-sustainabie. h) Lack of Venture Capital who have 
cross-border experience. I) Well-known U.S Venture Capital may not have the 
same brand recognition in India yet. 
Mani Sunil'*', (2005), has written a paper entitled "A Review of the 
Issues with Respect to India's National System of Innovation". The paper 
characterizes the role of the Indian state in promoting innovation in its 
manufacturing sector. The study reveals that the chemicals and pharmaceutical 
sector, which also accounts for the largest share in R&D investments and in the 
number of patents granted, dominate the country's manufacturing sector. It is 
found that the broad external environment within which irmovative activities of 
firms are encouraged consists of a series of policies that lack specificity in 
targets, time dimension and budgets. Four components of the innovation policy 
are considered: (i) supply of technically trained human resource for R&D; (ii) 
physical technological infrastructure; (iii) fiscal incentives for encouraging 
innovation; and (iv) promotion of technology-based ventures through Venture 
Capital. 
The analysis of the data and issues on each of the four resulted in the 
following conclusions. The country suffers from a shortage of research 
scientists and engineers of the type required for R&D, caused basically by the 
quality of science and engineering education in the country and the ever-
increasing brain drain. Regarding the physical technological infrastructure, a 
network of government research institutes dominates it. These institutes 
continue, however, to depend on government grants and projects for their 
sustenance and their interaction with domestic manufacturing sector is limited. 
India does not have any major research grant schemes; even the one that it has 
directed largely at public sector enterprises. Most of the schemes are research 
loan schemes. In other words, the extent of public subsidies for private sector 
R&D is quite low in the country. Although the country has a variety of direct 
and indirect tax incentives for R&D, both a macro and micro exercise revealed 
that most enterprises do not perceive these incentives as important. In most 
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cases the level of R&D performed would be the same, even in the absence of 
direct tax incentives. Finally the study concludes that the Venture Capital funds 
in operation conform to the ideal model of by and large providing equity 
support to technology-based ventures in their early stages. 
The discussion paper by Lavanya Marla"*^ , (2001), on "Venture Capital 
Environment in India" criticizes the traditional outlook towards Venture 
Capital in India and history of state-directed institutional development mainly 
small and medium-sized enterprises, hostility to capitalism, few massive 
private-sector groups (Tata, Birla) entrepreneurial capital mainly from family 
sources or bootstrapping, barriers to entrepreneurship , such as, cultural 
rigidity, intrusive bureaucracy and rigid labour market 
The study concludes with current issues cumbersome income tax rules, 
lack of appropriate legal structures for different types of firms, lack of 
valuation of intellectual property, very difficult to trade stock with overseas 
firms, lack of convertibility of the rupee. Therefore the study suggests that the 
Government role is currently very important to free up the system to allow free 
flow of Venture Capital tax, regulatory, legal, currency exchange policies to be 
changed. Risk -reducing funding mechanisms is needed if Venture Capital is to 
come from public financial institutions later the Government role may be made 
indirect. 
Bubna Amit'*\ (2007), writes a paper entitled "Impact of Private Equity 
and Venture Capital on the Indian Economy". The paper made a survey on 
Indian Venture Capital and private equity firms. The study revealed that since 
2004, India witnessed a tremendous rise in Private Equity and Venture Capital 
financing. Indian companies are creating partnerships with Private Equity and 
Venture Capital firms on a scale that have not been witnessed before. This first-
of-its-kind study provides quantitative comparison of Private Equity- and 
Venture Capital-backed companies against their non Private Equity-backed 
peers and relevant market indices, in terms of key economic parameters like 
Sales, Profitability, Exports, Wages, Research and Development. 
The paper authored by S. Mohanan'*'', (2006), on "The Venture Capital 
scenario in India", reveals that the emergence of Venture Capital companies is 
a relatively new phenomenon in India. In the absence of an organised Venture 
Capital industry in India until 1998, individual investors and development 
financial institutions have played the role of Venture Capitalists. Entrepreneurs 
have largely depended on private placements, public offerings and lending by 
financial institutions. The Venture Capital phenomenon has now reached a 
take-off stage in India. Risk capital in all forms is becoming available more 
fi-eely. Contrary to the earlier trend, where it was easy to raise only growth 
capital, financing of ideas or seed capital is now available. The number of 
players offering growth capital and the number of investors is rising rapidly. 
The initiatives of the Indian government in formulating policies regarding 
sweat equity, stock options and tax breaks for Venture Capital along with 
overseas listings have all contributed to the enthusiasm among investors and 
entrepreneurs. 
Saurabh Srivastava's'*^ (2003), paper entitled "State Of Venture Capital 
In India", points out the phases of Indian Venture Capital growth i.e. formation 
of Technology Development Information Corporation of India (TDICI) in the 
80's and regional funds as Gujarat Venture Funds Ltd. (GVFL) and Andhra 
Pradesh Infrastructure Development Corporation (APIDC) in the early 90s., 
entry of Foreign Venture Capital funds between 1995-1999 , (2000 onwards), 
and emergence of successful India-centric Venture Capital firms, U.S Venture 
Capitalists ' increasing appetite to invest in India. The paper highlights that the 
major drivers of Indian Venture Capital industry are knowledge based 
industries which arte growing fast and are mostly global; less affected by 
domestic issues, world class engineers, professionals, entrepreneurs - success 
evident in the U.S as well, second largest English speaking population; science 
and mathematics at a premium, India has advanced rapidly in the 90's, catching 
up with global markets in many sectors. Finally the study concludes with 
issues and challenges of Indian Venture Capital, such as, Indian Venture 
Capital is yet to be established as a sustainable asset class among institutional 
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investors, limited amount of true "risk-capital" will impact entrepreneurial 
activity, exit challenges shallow capital markets and dull M&A environment 
for small companies. Beyond services, India is yet to create a brand-name for 
Intellectual Property (IP) led companies, like Israel has successfully done 
Varshney Vishnu''^ , (2004), authored a paper entitled "Realizing Dreams 
Indian Venture Capital Industry Characteristics". This paper makes an attempt 
to compare Indian Venture Capitalists with silicon valley Venture Capitalists 
model co-operative alliances and role of Indian Venture Capital in Deal 
Sourcing, Local due diligence on promoter and company, active monitoring. 
Legal and secretarial, co-investment, value addition through creating systems, 
team building, recruitment. Human Resource Development (HRD), Internal 
audit and exit through IPO. Whereas the Silicon valley venture has the said 
characteristics, such as. Intellectual Property Rights (IPR) checking and 
protection, due diligence for operations in USA and UK, providing 
international linkages and perspective, helping change mindset, value addition 
through training, continuous technology support, compliance with General 
Accepted Accounting Principles (GAAP) strategic alliances or exit through 
National Association of Security Dealers Automated Quotation (NASDAQ). 
The study has also focused on the merits of Indian Venture Capital value 
addition that help in creating systems Accounting, MIS, Legal and secretarial 
assistance. Monitoring for start-ups. Team Building, Syndication of funds 
increasing, networking for market and other strategic tie-ups, valuable inputs 
for growth strategies and ensuring corporate governance. 
The study by A. Kumar Vinay (2004) *\ in "Venture Backed IPO's In 
India: Issues Of Certification And Under pricing", reveals that venture backed 
initial public offerings (IPOs) are relatively less in number when compared to 
many non-venture backed IPOs, but many have gone public and many are in 
the process of going public. The choice of an IPO, instead of a trade sale is 
often difficult to make because even they are not sure about the response they 
would receive from investors' community. 
Grant Thornton's''^  (2006), Report on Deal tracker: Providing Business 
Owners With M&A Market Insight, is a clear cut study on Indian private equity 
tends and mergers and acquisitions which states that the private equity 
investment in Indian companies has seen both significant growth and maturity 
in the last few years. The quantum of investments has been considerably high. 
The Private Equity investments between Jan- Oct 2006 have been valued at $ 
5.93 billion comprising 230 transactions. This is a 250percent increase on an 
annualized basis over the $ 2.03 billion invested in 2005. The value of Private 
Equity investments in 2005 saw an 85percent growth over the $ 1.1 billion 
investment in 2004. 
The study by Mike Wright, Andy Loclcett and Sarika Pruthi''^  (2002), on 
"Internationalization of Western Venture Capitalists into Emerging Markets: 
Risk Assessment and Information in India", provides the first analysis of the 
internationalization of Venture Capital firms through an examination of risk 
assessment and information usage by firms in India. Personal interviews were 
conducted with executives in 31 (84 percent) of the active Venture Capital 
firms. The paper extends previous research by comparing perceptions of the 
behaviour of domestic Venture Capital firms in India, foreign (primarily U.S) 
Venture Capital firms in India and U.S Venture Capital firms in their domestic 
markets. Foreign firms in India place significantly greater emphasis on product 
market factors and accountants' reports than domestic firms in India. They 
place significantly less emphasis on financial contributions of management in 
assessing risk and own due diligence and information from entrepreneurs than 
do U.S. firms in their domestic market. They make more use of information 
from trade publications and relating to production capacity and technology and 
information from accountants' reports than do domestic Venture Capital firms 
in India. The evidence is consistent with Venture Capital firms adapting to 
local market conditions rather than implementing "recipes" from their domestic 
markets 
One of the relevant books on Venture Capital financing in India by Asim 
Mishra^ °, (2005), entitled "Indian Venture Capitalists Venture Capital 
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Investment Evaluation Criteria", reveals that the Venture Capital (VC) industry 
in India is of recent origin. The developments together with the recent steps 
taken by government to promote Venture Capitalism in India provide an 
opportunity for an examination of Venture Capital industry in India. This study 
analyses the validity of venture evaluation model in India by directly 
comparing the relative importance of evaluation criteria on the funding 
decision with the relative importance, to factors influencing venture's empirical 
performance. In the light of the differences in investment opportunities around 
India, and the nature of industrial development in South East Asia in general, 
the author anticipated that the investment criteria employed by Venture Capital 
Firms (VCs) in India would differ. The study finds the entrepreneur's 
personality, the entrepreneur's experience, characteristics of the product or 
service, characteristics of the market, financial consideration and characteristics 
of venture management team. Answers were given on a four point rating scales. 
The results reveal that criteria adopted by Indian Venture Capital are different 
from those adopted by Venture Capital in other countries including U.S. The 
results also confirm that the entrepreneur's personality and experience are seen 
as being primary indicators of the venture's potential. 
Subhash K.B '^. (1998): in his thesis entitled "A Study on the 
Significance of Venture Capital and Entrepreneurial Development in South 
India", focused on the growth and development in Venture Capital industry as 
a whole on a global scale. The special focus was on Indian Venture Capital 
industry with a case study of south India. The author has found out that there 
was no impact on Indian Venture Capital industry in the initial years of 
liberalisation process. In India the most preferred stage in those years was early 
stage, and most preferred type of industry was high-tech industry (similar to 
U.S model). 
The book on Venture Capital in India of Tanija Satish^^ (2002), on 
"Venture Capital in India", defines the all the concepts of Venture Capital, and 
the status of Venture Capital in international scenario in context of U.S , UK, 
and Europe. The book gives more emphasise on legal environment of Venture 
Capital in India, which is to be liberalized in terms of issues regarding 
regulatory environment, taxation, R&D, manpower development and social 
awareness. The study has been made on the basis of a survey based on the 
response of 17 Venture Capital funds. It analyses the current pattern and trends 
of Venture Capital up to the conclusion of second phase of Venture Capital in 
India. The study has also partially touched the pattern and trends of investment 
in terms of stage wise, industry wise, region wise and instrument wise which 
does not give clear view on a sector specific manner. The study concludes with 
suggestions to make the environment more liberal, and sufficient policy 
reforms should be initiated to promote the Venture Capital more growth 
oriented. 
The paper by Pandey I.M", (1992), On "Venture Capital and 
Entrepreneurial Development: The Indian Experience", states that the Venture 
Capital has developed in the Western countries on account of the need to 
provide non-conventional, risky finance for new ventures based on innovative 
entrepreneurship. This study is a detailed case analysis of the Venture Capital 
experience in India. It is intended to draw lessons and implications for the 
development of Venture Capital in developing countries. The study examines 
the strategic role of Venture Capital in the development of technology, 
irmovative entrepreneurship and small enterprises in India. 
Pandey I.M & Fliegal F.C^^  (2005) made a study on "Process of 
Developing Venture Capital Activity; A Study of Three Indian Venture Capital 
Firms", which investigates the Venture Capital activity development process in 
India. The discussion covers the issues of the initiation of Venture Capital fund, 
investment strategy and evaluation criteria and the value addition by Venture 
Capital Firms (VCFs). The history of modem Venture Capital in India is not 
very old, which was formally introduced in 1986-87. In the initial years. 
Venture Capital Fs in India encountered a number of problems in developing 
their business. From in-depth case studies of three VCFs of India, the study has 
found that all of them went through the initial constraints of not knowing the 
Venture Capital business well and learnt through trial and error and failures and 
mistakes. They faced problems in raising funds and evaluating prospective 
ventures. All of them initially focused their investment on the high technology 
business. But gradually they shifted their focus towards potentially high-
growth, high profitable businesses and not just high-tech businesses. It has also 
been found out that VCFs maintained a closer link with the assisted firms in 
order to ensure the success of the Venture Capital. 
1.4. Research Gap, Need and Importance of the Study 
From the foregoing comprehensive literature review it peters out that the 
studies in international scenario have covered almost all possible aspects of 
Venture Capital but the studies made in Indian scenario of Venture Capital are 
very few with analytical fi-amework except some reports of concerned 
agencies. There is still a gap for studying the various issues on Indian Venture 
Capital which have been neglected by the authors of Indian based studies. It is 
seen that most of the studies are concerned with legal environment. Some of 
them based on primary surveys to measure performance of Venture Capital 
fimds. The issues, such as, regional imbalance, sectoral shifts, changing scale 
of investment and risk element have not been covered under any of the studies 
under reference. 
The present study differs from the earlier studies which covers all the 
aspects of pattern and trends of Venture Capital financing in India since 1991. 
The study makes an earnest attempt to trace out the major impact of different 
policy packages which have been armounced in India in post-liberalization 
regime with regard to Venture Capital. 
1.5. Scope of the Study 
The study on pattern and trends of Venture Capital investment since 
liberalization would cover a span of one and half decades, i.e. from January 
1992 to December 2006 where the Venture Capital investment has been 
considered according to calendar year. This span of period would be more than 
sufficient to find out the pattern and trends in performance related aspects of 
Venture Capital through out the years. The present study has focused mainly on 
five aspects of the investment in Venture Capital i.e. total investment for the 
entire 15 years, deal sizes for the same period, stage wise, sector wise and 
region wise investment of Venture Capital in the post liberalization 
globalization regime. For the purpose of analysis and interpretation of Venture 
Capital financing in India the Researcher has considered Venture Capital and 
private equity as the same. 
1.6. Objectives of the Study 
The following objectives have pursued to study the pattern and trends in 
Venture Capital financing in India. 
a) To find out the major impact of policy packages concerned with liberalizing 
Venture Capital financing on the total Venture Capital investment in India 
since liberalization. 
b) To evaluate the changing pattern of deal size over the period of time 
following different policy packages. 
c) To analyze the international scenario of Venture Capital/private equity 
investment based on five important regions, , such as. North America, 
South America, Middle East, Europe, and Asia Pacific. 
d) To study and examine the significance of relationship between the different 
industries as to how they are affecting each other. 
e) To trace out the changing pattern and trend in the stage wise investment of 
Venture Capital in India since liberalization 
f) To find out the region wise pattern and trends of Venture Capital 
investment in India in five different regions since liberalization. 
g) To find out the changing landscape of investor behaviour especially in risk 
related issues. 
h) And finally to come out with suggestions and recommendations for 
enhanced growth of Venture Capital financing in India. 
1.7. Hypotheses of the Study 
In order to fulfil and achieve the stated objectives of the research the 
study has been made on the basis of certain hypotheses bifurcated according to 
the various dimensions of Venture Capital investment in the era of post 
liberalization regime. The hypotheses of the study have been made according to 
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the need and importance and objectives of the study. The study has taken into 
consideration the pattern and trends in Venture Capital investment in toto and 
in terms of stages, region, industries and deals as criteria for the hypotheses. 
For testing the hypotheses, the following hypotheses have been formulated: 
Hypothesis- 1: -"The Null Hypothesis of the study (Ho) assumes that 
there is no impact of policy reforms on total Venture Capital investment since 
1991 whereas the alternative Hypothesis of the study (Hi) assumes that there is 
significant impact of policy reforms on total Venture Capital investment since 
1991". 
Hypothesis- 2: - "The Null Hypothesis of the study (Ho) assumes that 
there is no impact of policy reforms regarding venture capital on the average 
deal sizes of the venture capital investments since 1991 and Alternative 
Hypothesis of the study (Hi) assumes that there is significant impact of policy 
reforms regarding venture capital on the average deal sizes of the venture 
capital investments since 1992". 
Hypothesis- 2: - "The null hypothesis (Ho) assumes that there is no 
interdependence among the sector wise Venture capital investments i.e. IT and 
ITES, Production and Services in the post liberalization globalization regime 
whereas the alternative hypothesis (Hi) assumes that all the sectors of Venture 
Capital investments are dependent on each other for the period under the 
study". 
Hypothesis- 4:- "The null hypothesis (Ho) assumes that there is no 
significant difference in stage wise investment of Venture Capital in the entire 
15 years period of post liberalisation whereas the alternative hypothesis (Hi) 
assumes that there is significant difference between both stages of Venture 
Capital investment". 
Hypothesis- 5:- "The null hypothesis of the study (Ho) assumes that there 
is no variation in Venture Capital investments in the five regions under 
reference i.e. South, East, West, North and Central for the entire 15 years 
since liberalization. On the other hand, the alternative hypothesis (Hi) assumes 
that there is variation in Venture Capital investments in the five regions. In 
other words the Venture Capital investments for the entire 15 years since 
liberalization in all the five regions has not changed as assumed in the null 
hypothesis and the rejection of null hypothesis would result in accepting 
alternative hypothesis". 
1.8. Methodology of the Study 
The study is an empirical work based on the secondary data and primary 
data collected from various sources for the fulfilment of truthfulness of analysis 
and interpretations and then to ensure the quality of research study. 
1.8.1. Collection of Data 
a) Secondary Data 
The secondary data for the study have been collected from various 
secondary source of information, such as, published Reports of IVCA- the 
Yearbooks and Venture Activity Reports, and Venture Intelligence Report of 
TSJ media. Global Private Equity Reports of PriceWaterhouseCoopers, 
Thomson Financials and Deloette. Other reports, such as, various reports from 
Ministry of Commerce, Ministry of Finance, Department of Company Affairs, 
Plarming Commission, etc are also collected for supporting the literature 
references. The publications and review bulletins of regulatory bodies and 
institutions, such as, SEBI, IVCA, RBI, TSJ media, are also taken into 
reference for holding up the analysis. Altogether the relevant Books, Journals 
and periodicals. Research Papers, Published Theses, Articles, News Dailies, 
Financial Dailies, Websites, are also consulted by the Researcher for better 
referencing. 
b) Primary Data 
The primary sources can be: the personal interviews with experts of 
Venture Capital, Director of IVCA, CEO of TSJ media and few experts of 
SEBI. 
1.8.2. Analytical Tools 
The statistical tools that have been used for the analysis and 
interpretation are: Mean, Maxima, Minima, Range, Standard Deviation and 
Coefficient of Variance, Coefficient of Variance Percentage, Skewness, 
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CAGR, Stepwise univariate and multivariate regression. Both classical and 
log-linear regression functions have also been applied. For test of significance 
F-test and t-test have been done depending upon the nature of cases. 
Considering the technical nature of certain statistical tools and the frequent 
use of those tools in the study a brief discussion of some relevant tools are as 
follows. 
1.8.2.1. Regression Technique 
One of the techniques used in the statistical analysis is the regression 
technique. It assumes a functional relation between the dependent variable and 
independent variable(s). If there is only one independent variable then the 
technique relevant is known as simple regression and if there are many 
independent variables then it is known as multiple regressions. The title of the 
present research suggests that the variable like investment is the dependent 
variable, whereas there can be many independent variables like time and 
policies. (Also the other macro economic factors can be the independent 
variables) The single variable regression takes the linear form of functional 
relations like: 
Y=a + bX. Where, Y is the 
dependent variable, 
'X' is the independent variable, 
'b' is the slope of the straight line 
'a' is the Y-intercept. 
In case of multiple regressions the functional relation takes the following 
formula: 
Y=a + b,Xi + ^2X2 + 65A} + ... +b„ X„ 
Where, Y is the dependent variable 
Xi, X2, X3,.. X„ are the independent variables. Bi, b2, bs, ....b„ 
are the respective slope of the independent variables X;, Xi 
Xi Xn, and, 'a' is the Y-intercept. 
In the present study on pattern and trends in Venture Capital, an earnest 
attempt has been made to use the adequate statistical techniques. For the 
analysis of total trend in Venture Capital investment for the entire period of 
15 years i.e. from 1992 to 2006, multiple regressions has been used between 
the dependent variable "investment' and independent variables 'time' and 
'policy' which is assumed as dummy variables. (Dummy variables one and 
two) 
The regression equation that: 
Y = d + pt + ytd 
Where d, P and y are constant and't' = time and'd'^dummy variable. 
For measuring impact of two policy packages two dummies have been 
assumed i.e. Dl and D2, where if: 
Y belongs to 1992-1996 Dl= 1, otherwise '0' 
If Y belongs to 1997-2001, D2= 1 otherwise '0' 
1.8.2.2. R-Squared 
The estimates of R-squared, alternatively known as the goodness of fit 
or the coefficient of determination in regression analysis measures the strength 
of linear relationship between the dependent variable and independent 
variable(s). Statisticians also interpret the sample coefficient of determination 
by looking at the amount of the variation in dependent variable that is 
explained by the regression line. When the dependent variable is Y and the 
average is called Y bar then the total variation is the summation of Y minus Y 
bar squared. If the regression estimates describes Y as Y hat (Y'^ ) then the sum 
of total variations between the estimated Y and the average Y being squared is 
explained by the regression equation. The coefficient of determination 
represents the proportion of explained variations to the total variations. 
In the present study, r and r^  are used simultaneously for the 
measurement of coefficient of correlation and coefficient of determination. 
Again R and R^  are being applied for the analysis of multiple correlations 
between the sectors of Venture Capital investments for the analysis of 
interdependence between the industry wise investments of Venture Capital as 
a whole. The coefficient of correlation equation 
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R,23 = -^ ~ J^ '^ "^^ and similarly R231 and R321 wui be 
calculated. Multiple correlation (R) and coefficient of determination (R )^ are 
also calculated in each case of industry-sector specific analysis. 
1.8.2.3. T-Test 
T-test is the test of the hypothesis that the means of two normally 
distributed data set are significantly equal. Given two data sets, each 
characterized by its mean, standard deviation and number of data points; the t-
test can be used to determine whether the means are distinct, provided that the 
underlying distributions can be assumed to be normal. All such tests are 
usually called Student's t- tests, though strictly speaking that name should only 
be used if the variances of the two populations are also assumed to be equal; 
the form of the test used when this assumption is dropped is sometimes called 
Welch's test. There are different versions of the t test depending on whether 
the two samples are 
a) Independent of each other (e.g., individuals randomly assigned into two 
groups) and 
b) paired, so that each member of one sample has a unique relationship 
with a particular member of the other sample 
In the present study the Researcher has used t-test for testing of 
significance of correlation and for finding out the difference of means of two 
set of variable. In sector wise investment of Venture Capital for testing the 
interdependence between the three sectors, t-test has been applied for each set 
of multiple correlations for checking the significance of correlation. 
Through applying the t-test equation 
V hi — 2 V l - r -
1.8.2.4. F -Test 
Given a regression equation, may it be simple or multiple, it is natural 
to ask whether the value of R-squared really indicate the independent variables 
explain Y, or it might have happened just by chance. This question is often 
phrased, "Is the regression as a whole significant?" F-test is used to answer 
this question. The sum of squares related are the total sum of squares (SST), 
regression sum of squares (SSR) and error sum of squares (SSE).Each of these 
sum of squares has an associated number of degrees of freedom. SST has n-1 
degrees of freedom (n' observations, less 1' degree of freedom because the 
sample mean is fixed). SSR has k degrees of freedom because there are k 
independent variables being used to explain Y. Finally, SSE has n-k-1 degrees 
of freedom because there are n observations to estimate k+1 constant, a, b; b2 
hi b„ The null hypothesis that Y does not depend on X takes the F 
distribution. 
If the null hypothesis is false that would suggest the alternative 
hypothesis that y depends on at least one of the X's. This means: HQ: bi- b2= 
b3=b„= 0 and H/ at least one b, is not 0. The null hypothesis is false when the 
F ratio tends to be larger than what it is when the null hypothesis is true. So if 
F ratio is too high (as determined by the significance level of the test and 
appropriate value from the F table) the null hypothesis would be rejected and 
the conclusion would be that the regression as a whole is significant. The 
Researcher has used F test for testing the significant variation in region wise 
investments. 
1.8.2.5. Standard Error of Estimate 
The standard error of estimate is symbolized as Sg and is similar to the 
standard deviation in that both are measures of dispersion. While the standard 
deviation measures the variability of the observed values from the mean, the 
standard error of estimate, on the other hand, measures the variability of the 
observed values around the regression line. The Researcher has taken in to 
consideration of SE estimated as a supporting tool for multiple regression 
techniques. 
1.8.2.6. Skewness 
Skewness characterizes the degree of asymmetry of a distribution 
around its mean. Positive skewness indicates a distribution with an 
asymmetric tail extending toward more positive values. Negative skewness 
indicates a distribution with an asymmetric tail extending toward more 
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negative values. The present study considered the test of skewness for analysis 
of shifting pattern of stage wise investment from early stage to later stages in 
the post liberalisation period. The equation for skewness is defined as: 
Coefficient of Skewness= Mean-Mode/Standard deviation 
1.9. Expected Contribution of the Study 
The study is an empirical work based on both the sources of information. 
The study would not be only for the fulfilment of the requirement of the 
academic degree but also it is a part of my social commitment to bring out the 
facts and realities of the positive policy packages of liberalisation for the 
promotion of Venture Capital investment and its influence on Indian economy 
as a whole. The present study also makes an attempt to suggest for further 
reforms for enhancement and promotion of Venture Capital investment in India 
1.10. Limitations of the Study 
• Scarcity of Data: in case of Indian Venture Capital there is no organized 
database by any of the government agencies or regulatory bodies. A few 
private corporate bodies are providing data but getting those data is also 
very difficult especially for academic purpose. 
• Lack of Coordination among the Databases: The different agencies which 
are providing the informations on Venture Capital are contradictory 
therefore it is very difficult to find authenticity. 
• Sampling Errors: The study is mainly based on secondary sources of the 
primary surveys conducted by IVCA and TSJ media therefore errors of 
primary surveys bound to be occurred. 
• Impact of Time: the study on impact of policy measures on Venture Capital 
financing cannot be seen in a short span of time where the reforms are an 
ongoing process. 
• Frequent Changes: The world of Venture Capital is very fast and changes 
are happening frequently. The Researcher ma y not be able to consider all 
the changes and therefore there will be a gap of time span for further studies 
in ftiture However, the Researcher is of strong opinion, that the resuh of the 
study in no way would be affected. 
1.11. Conclusion 
This chapter has dealt with the comprehensive review of Hterature, gap, 
scope and importance of the study. The chapter also takes into consideration 
the hypothesis, and the statistical tools for analysis and interpretations. 
Limitations of the study have also been mentioned the succeeding chapter 
would delve at the conceptual review of Venture Capital financing. 
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Chapter-II 
VENTURE CAPITAL INVESTMENT: 
A CONCEPTUAL REVIEW 
2.1. Introduction 
The previous chapter deals with the framework and design of the 
research study consisting of the statement of problem, objectives, hypotheses, 
literature review, scope and methodology of the study. The present chapter is a 
brief outline on the concept of Venture Capital investment all over the world 
with special reference to India. The chapter covers in its ambit the concept, 
definition, stages of venture capital, investment process, and method of 
valuation, monitoring style, and exit routs. 
The merchant ventures that traded internationally, established business 
in far-flung nations, such as, India, Japan and other parts of South East Asia in 
is"' century can be considered as the evolution of venture capital. Frederic and 
Isabelle, the rulers of Spanish Empire financed the expedition of Christopher 
Columbus for establishing trade links with China during the IS"' century. The 
initiatives took the form of armed expeditions, with funding from rich 
individuals stationed at west European capitals in these cases. 
The foundations of modem form of Venture Capital had taken place in 
the late 18th century or early 19th century when inventors, such as, 
Stephenson, Ark Wright, Compton and Brunei got agreement with some highly 
talented individuals to finance their projects and most of these were 
instrumental to the success of industrial revolution. Several companies 
laimched to build railways in parts of South America and expanding British 
Empire as also the high-risk projects, such as, the Suez Canal, and 
subsequently the Panama Canal by the 19th century. 
The real development of Venture Capital, in today's modem form began 
in the late 1930s when Charterhouse was launched as the first modem, 
professionally managed specialist fund, which provided risk equity finance for 
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young and small growing business in the U.K. Venture Capital was an 
American phenomenon before it emerged in other countries. The first modem 
Venture Capital firm, American Research and Development (hence forth 
ARD), was created in 1946 in a partnership of Masachuest Institute of 
Technology (hence forth MIT), the Harvard Business School and local business 
leaders. A small group of venture capitalists made high-risk investments into 
emerging companies that were based on technology developed for World War 
II. The results were mixed. The most profitable one was an investment of $ 
70,000 in Digital Equipment Company (DEC) in 1957 that grew in value to $ 
355 million. Other Venture Capital firms followed this example but never 
developed into an economically significant force. The annual flow of money 
into Venture Capital during the first three post-war decades never exceeded a 
few hundred million dollars. In the mid-1970s Venture Capital almost ceased to 
exist. 
In the U.S, the Venture Capital industries in its today's format obtained 
under way in the late 1950's. With the objective of transforming technologies 
developed in labs to industries, the ARDC was set up in 1946 and it was 
followed by VENROCK - a special fijnd created by the Rockefeller family to 
finance new technology companies. In the US, the breakthrough for Venture 
Capital occurred in 1979 when the US Department of Labour clarified the 
"prudent man rule" of the Employment Retirement Income Security Act 
(ERISA). Previously, the rule prevented pension fund managers from investing 
in risky businesses. In 1979, the Department of Labour decided that portfolio 
diversification was a good thing and that allocating a small fraction of a 
portfolio (about 5 percent) in Venture Capital funds would not be seen as 
imprudent. Thus a major obstacle was removed for huge amount of money 
flowing into the Venture Capital industry. But even then the maximum amount 
of Venture Capital in any year of the 1980s was a mere $5 billion in 1988*. 
Another reason why Venture Capital started to surge again in the late 
1980s/early 1990s was the decline in military spending in the US (since 1985). 
Many engineers who had developed high-tech weapons for the Pentagon were 
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suddenly looking for a civilian use of their knowledge and talents. People with 
ideas and skills were looking for money. 
But in India the earnest discussion of Venture Capital came in 1973, 
when the government appointed a committee to examine strategies for fostering 
small and medium-sized enterprises^. Venture Capital financing was 
introduced by the All India Financial Institutions (AIFIs) with the inauguration 
of the Risk Capital Foundation (RCF) sponsored by Industrial Finance 
Corporation of India ( IFCI) to supplement promoters' equity as means of 
encouraging technologists and professionals to promote new industries. In 
1976, the seed capital scheme was introduced by Industrial Development Bank 
of India (EDBI). Until 1984, Venture Capital took the form of risk capital and 
seed capital. In 1984, Industrial Credit and Investment Corporation of India 
(ICICI) decided to allocate funds for enterprises involving risk and high profit 
potential and therefore in 1986 it launched a Venture Capital scheme to 
encourage new technocrats in the emerging fields of high-risk technology^ but 
the industry was legalized only in 1988 when first guideline for Venture 
Capital was issued. 
2.2. The Concept of Venture Capital 
The term 'Venture Capital' comprises two words, viz., 'Venture' and 
'Capital'. Depending on the scenario the word 'venture' has number of 
meanings,' Venture' means 'chance' hinting at speculation to try one's 'luck' 
good or bad, involving 'risk' or 'hazard' or exposure to 'insecurity', or danger. 
'Venture' also means 'trial', i.e. an 'attempt' or 'endeavour', hinting again at 
'trying ones luck', where the result could be 'positive or negative', i.e. success 
or failure, and well or bad. Another meaning of 'venture' is 'courage' or 
'boldness* 
The term Capital denotes the resources needed to start the enterprise. 
Therefore, Venture Capital is understood as capital that is available for 
financing a new business. Venture Capital is also often thought of as 'the early-
stage financing of new and young enterprises seeking to grow rapidly'.^  
Venture Capital typically refers to investment funds or partnerships that 
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concentrate on investing in promising start-up and emerging companies. 
Venture Capital is the finance provided by professionals or Venture Capital 
firms who invest alongside management in companies that seem to have the 
potential to develop into significant economic contributors. A Venture Capital 
firm is generally a private partnership or closely held corporation fiinded by 
private and public pension and mutual fiinds, insurance funds, wealthy 
individuals, endowment funds, foundations, corporations, foreign investors. 
These firms' fiinds to start-up ventures, often well before anyone else, would 
be willing to invest. In exchange for these fiinds, the firms often take an active 
role in running, or at least overseeing, the venture. Venture capitalists generally 
offer financial support to new rapidly growing companies, purchase equity 
securities, offer assistance in development of new products or services, add 
value to the company through their active participation, have a long-term 
orientations and plans, and take higher risks with the expectation of higher 
rewards. Some of today's most famous corporate, such as, Apple, Genentech, 
Intel, Compaq and Indian Telecom giants Idea and Airtel have been established 
or expanded through Venture Capitalists (VCs). The Venture Capitalist gets an 
ownership interest for the money invested in its shares and securities. 
The concept of Venture Capital fiind as a matter of fact, was bom with a 
fimdamental objective to provide initial capital and support in building capital 
base to the entrepreneurs, having a sound background of professional 
education, expertise and initiative to launch the business based on fast changing 
technology. Important source of financing for start-up companies or others, 
embarking on new or turnaround ventures that entails some investment risk but 
offer the potential for above average fiiture profits; also called risk capital. 
Venture Capital financing supplements other personal or external funds that an 
entrepreneur is able to tap, or takes the place of loans of other fimds that 
conventional financial institutions are unable or unwilling to risk. 
Venture Capital is fiinding invested, or available for investment, in an 
enterprise that offers the probability of profit along with the possibility of loss. 
Venture Capitalists often don't tend to think that their investments involve an 
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element of risk, but are assured a successful return by virtue of the investor's 
knowledge and business sense. Venture Capital Funds are made available for 
start-up firms and small businesses with exceptional growth potential. 
Managerial and technical expertise is often also provided. Equity, debt, or both, 
or a derivative instrument are assumed as capital investment, generally the 
equity investments are considered the prime form of investment with the prime 
objective being capital gains. There is high risk associated with the enterprise 
as to entail the total loss, or be so insignificant as to lead to high gains. 
Venture Capital in other words is an active way of financing which is 
not like money lending where the lender is unconcerned with the performance 
of the investee's business. The Venture Capital firm takes keen interest in the 
business performance of the investee's firm. At times, depending upon the 
circumstances and initial contract or understanding, the venture capitalist 
actively involves himself in some activities of the investee firm, such as, 
management, production process, marketing or accounting. Alternatively, he 
might provide personnel to train the investee's staff in different aspects of 
operations or depute his own managers to supervise and manage different 
activities of the investee's firm. Thus the venture capitalist shares success and 
failures, the gains and losses, proportionate to the equity investment and acts as 
a co-partner in the investee's business. 
Economics has defined Venture Capital as 'providing seed, start-up and 
first stage financing' and also funding 'the expansion of companies that have 
already demonstrated their business potential but do not yet have access to the 
public securities market or to credit oriented institutional funding sources, the 
Venture Capital also provides management the option leveraged buy out 
financing'.^ 
The concepts of Venture Capital are all very similar. The OECD^defines 
Venture Capital "as capital provided by firms who invest alongside 
management in young companies that are not quoted on the stock market. The 
objective is high return from the investment. Value is created by the young 
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company in partnership with the venture capitalist's money and professional 
expertise." 
Problems and confusion emerge when the terms "venture capital" and 
"private equity" are used. Venture Capital financing, generally focusing up on 
long term investment in high risk industrial projects with high reward 
possibilities, may be at any stage of implementation of the project or its 
production cycle, viz. an enterprise associated with both risk and reward, to 
start up an economic activity or an industrial or commercial project or to 
improve a process or a product. The expectation of higher gain motivates the 
investor to invest in risky ventures which generally utilize new technology with 
equal probability of failure or success. Through appreciation in the value of 
such investments the investor makes higher capital gains if the new technology 
proves successful the "innovator firms" are much more likely to obtain Venture 
Capital funding than are "imitator firms" and that of the innovative 
companies". The venture capitalist has a continuing involvement in the 
business of the investee firm, although he does not interfere in the 
management. Though Venture Capital financing is private equity investment in 
companies which are unable to obtain finance either from conventional 
investors or bankers in the ordinary course of business dealings because of the 
factors, such as, small size of capital market and poor market capitalization, 
lack of liquidity of credit instruments, low risk premium and low return on 
investments, lack of full disclosures and transparency. 
"Isaksson^ defines Venture Capital as an investment in a non-quoted 
company where the investors also assume an active ownership engagement. 
Hosmer supports this by saying that entrepreneurs' turn to venture capitalists 
not only to finance the development of their firms but also to gain access to 
professional management skills and strategic support of experienced investors. 
Isaksson^ further mentions that the active engagement can for example be by 
representation on the company board and assistance with competence. 
In general. Venture Capital investments are a part of the private equity. 
In some cases though it can be in the form of loan capital like convertible debt 
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instruments, subscription rights to new shares and stock options. The 
companies in which a Venture Capital firm is investing, are often called 
portfolio companies due to that the investor spread the risk in a portfolio of 
investments. Venture Capital investing has become a major contributor to the 
growth of innovative start-up firms. According to Bergemann and Hege'° 
Venture Capital has grown to be the financing mode of choice for projects 
where uncertainties of future pay-offs are high." Venture Capital investing 
carries a substantial risk of failure; only a minority of start-ups are high-return 
investments. Bergemann and Hege'^ call "the decision to invest and how much 
to invest are the most challenging problem for the investor" 
The most flexible concept of Venture Capital is that it is "the support by 
investors of entrepreneurial talents with finance and business skills to exploit 
market opportunities and thus to obtained capital gains. Venture Capital 
commonly describes not only the provisions of start up finance of 'seed com' 
capital but also development capital for later stages of business. A long term 
commitment of fund is involved in the form of equity investments (share 
issues), with the aim of eventual capital gains rather than income, and active 
involvement in the management of customer's business". 
"Financing for new businesses in other words, money provided by 
investors to start-up firms and small businesses with perceived, long-term 
growth potential is a very important source of funding for start-ups that do not 
have access to capital markets. It typically entails high risk for the investor, but 
it has the potential for above-average returns. Venture Capital can also include 
managerial and technical expertise. Most of the Venture Capital comes from a 
group of wealthy investors, investment banks and other financial institutions 
that pool such investments or partnerships. This form of raising capital is 
popular among new companies, or ventures, with limited operating history, 
which cannot raise funds through a debt issue. The "downside for entrepreneurs 
is that venture capitalists usually get a say in company decisions, in addition to 
a portion of the equity"'^. The wider concept of Venture Capital is also long-
term growth capital invested in start-ups, expansions, management buy-outs of 
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industrial units using high or low technology. In Indian context, however, 
Venture Capital has a narrower connotation. 
2.3. Venture Capital and Angel Investment 
Angels are said to invest "emotional money," while venture capitalists 
are said to invest "logical money"-that is willing to help give the new enterprise 
a more solid footing. Angel Investor is a person who provides backing to very 
early-stage businesses or business concepts. Angel investors are typically 
entrepreneurs who have become wealthy, often in technology-related 
industries, whereas angel financing refers to the Capital raised for a private 
company from independently wealthy investors. Thig_ c ^ t o l ^g-eijt^^aUy used 
as seed financing. 
2.4. Private Equity and Venture Capital 
Private equity is a wider concept, which refdrs to any type of equity 
investment in an asset in which the equity is not freely tradable on a public 
stock, market. Passive institutional investors may invest in private^equity funds, 
which are in turn used by private equity firms for investment in target 
companies. Leveraged buyout. Venture Capital, growth capital, angel 
investing, mezzanine capital and others may be the form of private equity 
investment. Some time, it is possible that Venture Capital can go out of scope 
of private equity because as name indicates private equity is only equity but 
Venture Capital may adopt both instruments of investment i.e. by way of share 
or loan which will be discussed in detail later in the chapter. Private equity 
funds typically control management of the companies in which they invest, and 
often bring in new management teams that focus on making the company more 
valuable. 
Private equity in fact refers to investment in companies that are not 
listed on secondary markets, while technically the opposite of public equity 
they are broadly equivalent to stocks, though return on investment often takes 
much longer time. A private equity firm owning such securities must find a 
buyer in the absence of a traditional marketplace, such as, a stock exchange 
though they are not listed on an exchange. Initial Public Offers (IPO), 
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capitalizing the value of the security on a stock exchange, are the often-useful 
technique for "exit" or "selling out". 
The term 'Venture Capital' is used in different countries in different 
ways. In US private equity and Venture Capital differ on account of stages 
where the Venture Capital is considered as seed and early stages of 
investment, while in India it is considered that there is no difference between 
Venture Capital and private equity. But practically Venture Capital means 
small deals that are deal size should be less than US$ lOmillion or RS 50 crore 
and risk element is more than lOx while in private equity deal size is more than 
the said amount of risk element is less than lOx. In the present study the 
Researcher takes into consideration the both private equity and Venture Capital 
as the same and the pattern and trends will be studied according to the 
combined form in the analytical chapters of the study. 
2.5. Venture Capital Funds 
Venture Capital funds are the pools of capital invested by private equity 
firms. The private equity firm that acts as the general partner who controls 
limited partnerships is generally organized. The limited partnership and general 
partners are often called as the "Fund" and "Management Company 
respectively (Although at times, that is a separate company affiliated with the 
general partner). The fund obtained from certain qualified investors, such as, 
pension funds, financial institutions and wealthy individuals to invest a 
specified amount, leads to capital commitments. 
2.6. Stages of Venture Capital Financing 
There are number of ways to attract venture ftinding and the Venture 
Capital financing, which can be classified into five stages'"*; 
> The Seed stage 
> The Start-up stage 
> The Second stage 
> The Third stage 
> The Bridge or Pre-public stage 
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2.6.1. The Seed Stage 
The seed stage is considered to be the set up stage where the 
entrepreneur approaches the venture capitaUsts with his/her ideas. The person 
or venture has to convince the venture capitahst or firm that, why the idea or 
product is worth to invest in and the Venture Capital -firm investigates into the 
technical and the economical feasibility of the idea during this stage to approve 
the seed assistance. 
Seed-Stage Financings are often comparatively modest capital amounts 
provided to an inventor or entrepreneur to finance the early development of a 
new product or service concept. These early financings may involve product 
development and market research or building a management team and 
developing a business plan. 
A genuine seed-stage company has not usually established commercial 
operations, and may be a company involved in continued research and product 
development. These early companies are typically quite difficult business 
opportunities to finance often-requiring capital for pre-start-up R&D, product 
development and testing, and designing specialized equipment. 
As their early-stage portfolio companies grow, costs can quickly add up. 
Seed-stage Venture Capital fimds participates in later investment rounds with 
other equity players to finance the business expansion costs of raw materials, 
components, sales and distribution capabilities, inventory of partially and fully 
completed products, expansion hiring and training, trade shows, demos and 
samples, and marketing efforts. The risk of losing the investment is 
tremendously high at this stage, because of the factors of uncertainty. It is 
proved that the risk of losing the investment for the Venture Capital firm is 
around 66.2 percent (Table-2.1). 
2.6.2. The Start-up Stage 
It is the stage after the investigation of the quality of the investment of 
the idea or product. The start-up stage witnesses many exciting things. A 
management team is formed to run the venture. The idea or product gets its 
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form only after the organization is set up and the prototype is developed and 
flilly tested. Clients are attracted for initial sales in some cases and the 
management team establishes a feasible production line to produce the product. 
The Venture Capital firm monitors the feasibility of the product and the 
capability of the management team from the board of directors. 
The Venture Capital firm wants to see the result of market research to 
see whether the market size is big enough, to prove that the assumptions of the 
investors are correct about the investment, if there are enough consumers to 
buy their product. They also want to create a realistic forecast of the investment 
needed to push the venture into the next stage. The Venture Capital firm may 
stop their funding and the venture is forced to search for another investor(s) ,if 
the Venture Capital-firm is not satisfied about the progress or result from 
market research at this stage. They recommend for replacing (parts of) the 
management team when the reason relies on handling of the management in 
charge. 
The ventures have to determine how big the market is in their regions 
together with the market researchers, provided by the investor. They have to 
find out who are the potential clients if the market is big enough to realize the 
idea. It is known by the venture that there are enough potential clients for their 
portal site from market research, but there are no providers of lunches yet. The 
venture decides to do interviews with providers and try to convince them to 
join to these providers. The venture can finish their business plan and 
determine a pretty good forecast of the revenue with this knowledge. The 
venture earns in the future to maintain the cost of developing and maintaining 
the site profit. The investor decides that the idea is worth undertaking for 
further development, only after reading the business plan and consulting the 
person who monitors the venture activities. 
2.6.3. The Second Stage 
This stage represents the fact that the idea has been transformed into a 
product and is being produced and sold. This is the first encounter with the rest 
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of the market, the competitors. One of the main goals at this stage is that the 
venture is trying to squeeze between the rest and it tries to get some market 
share from the competitors. The venture attempts to minimize their losses in 
order to reach the break-even. At this stage the management team has to handle 
very decisively the management capability of the team. This consists of how 
the management team manages the development process of the product and 
how they react to competition. The Venture Capital-firm probably opens a way 
for the next stage if the management team proves their capability of standing 
bold against the competition. However, the Venture Capital firm may suggest 
for restructuring of the management team and extend the stage by redoing the 
stage again if the management team lacks in managing the company or does 
not succeed in competing with the competitors. In case the venture is doing 
tremendously bad whether it is caused by the management team or from 
competition, the venture can cut the funding. 
The venture also needs to produce a client-portfolio to provide their 
menu at the launch of the portal site. The venture further needs to come to an 
agreement how these providers are being promoted at the portal site and against 
what price. The investor requests the status of development after some time. 
The investor decides to cut back their financial investment after a long meeting. 
The venture is given some extra time to come up with an operational portal 
site. The designers may be replaced with new designers and a consultant is 
attracted to support the executives' decisions. They have to find another 
investor if the venture does not make this deadline in time. The venture is 
capable to estimate the risk of losing the investment. The risk of losing the 
investment for the Venture Capital firm drops fi-om 53.0 percent to 33.7 percent 
(Table- 2.1) and the causation of major risk by stage of development also drops 
at this stage, from 75.8 percent to 53.0 percent. This can be explained by the 
fact that there is not much development going on at this stage. The venture is 
concentrated in promoting and selling the product. That is why the risk 
decreases.'^ 
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2.6.4. The Third Stage or Later Stage 
The businessman try to expand his business domain after the structuring 
the marketability of the firm. The venture tries to expand the market share they 
have gained in the previous stage. At this stage it is seen as the expansion or 
maturity phase of the previous stage which can be done by selling more amount 
of the product and having a good marketing campaign. Also, the venture sees 
whether it is possible to cut down their production cost or restructure the 
internal process. This can become more visible by doing a Strength Weakness 
Opportunity and Threat (SWOT) analysis. It is used to figure out the strength, 
weaknesses, opportunities and the threat the venture may face and the 
mechanism as to how to deal with it. Except that the venture is expanding, the 
venture starts investigate in follow-up products and services. In some cases, the 
venture also investigates how to expand the life cycle of the existing products 
or services. 
The Venture Capital firm monitors the objectives already mentioned in 
the second stage. The Venture Capital firm evaluates if the management team 
has made the expected reduction in cost. They need to know whether the 
venture competes against the competitors and thus evaluates whether there is 
any potential in the new developed follow-up products.'^ 
2.6.5. The Bridge/Pre-public Stage'^ 
This is the last stage of the Venture Capital financing process and the 
objective of this stage is to achieve an exit vehicle for the investors and for the 
venture to go public. The venture achieves a certain amount of the market share 
at this stage that gives the venture some opportunities, such as, 
• Hostile-Takeover 
• Merge with other Companies 
• Keeping away new competitors from approaching the market 
• Eliminate Competitors. 
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The venture has to reposition the product and see where the product is 
positioned and if it is possible to attract new segments. This is the phase to 
introduce the follow-up product or services to attract new clients and markets. 
The risk of losing the investment still exists at this stage, but comparing 
to the seed-stage it is too low. The risk of losing the investment in the final 
stage is a little higher at 20.9 percent (Table-2.1). This is caused by the number 
of times the Venture Capital-firms may want to expand the financing cycle, 
not to mention that the Venture Capital-firm is faced with a dilemma of 
whether to continuously invest or not. The causation of major risk by this stage 
of development is 33 percent (Table- 2.1). The follow-up product which is 
introduced, causes this. 
2.6.6. Sub- Divisions of Later- Stage Financing 
Expansion of developmental finance, replacement capital, buy-outs, and 
turnarounds are the various sub-divisions of later-stage. Expansion of an 
undertaking or enterprise may be through an organic growth or by way of 
acquisition or takeover. For the venture capitalist there is no difference between 
the two from the point of investment. The entrepreneur retains maximum 
equity holding in the case of organic development and in case of acquisition 
equity holdings of the purchaser and investor could be in the ratio of 50:50 
depending upon the bargain, i.e. the net worth of the acquired business, its 
purchase price and the amount raised from investors by the acquiring company. 
It implies the large workshops or factories or warehouses, a new product, new 
markets both domestic and overseas in the growth and expansion of an 
enterprise. This may be accomplished with the help of venture capitalists who 
provide finance for enlarging the factories area or workshop, processing system 
or storing space for inventories, works-in-progress, intermediaries' goods and 
finished products. Even though it is an organic expansion as these objectives 
are sometimes achieved through mergers, amalgamations or takeovers bids to 
acquire another undertaking within the same business or line of activity, or 
producing necessary inputs or intermediary goods, or having some other 
advantage crucial to the acquiring enterprise to fulfil its objective of expansion. 
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In anticipation of capital gains on equity investments such acquisition deals are 
also financed by the venture capitalists. 
Replacement finance enhances the equity base in an enterprise, which 
helps in a change of owners or ownership pattern of an enterprise. Purchasing 
existing shares from entrepreneurs or their associates to reduce their holdings 
in the unlisted company are the sources of availability of funds for venture 
capitalists. It can be done through the sale of shares by persons other than 
entrepreneurs or their associates, which is called 'Money Out' deal. The 
venture capitalist may buy ordinary shares if the company is listed or sold, and 
it was much in vogue when listed security markets or over the counter sales 
were not developed. 
Turnaround implies the recovery of an enterprise. The company may 
face mounting debt burden and slowing down of cash inflows and therefore 
need more fiands from all sources, viz. bankers, financial institutions and 
existing investors including venture capitalists, to reach a recovery point. The 
enterprise may seek a moratorium from creditors for unpaid liabilities and the 
original entrepreneur may be compelled to relinquish the enterprise to a new 
management. By providing more equity investments and deploying managerial 
experts the venture capitalist has to play a vital role in such a situation. 
2.7. Investment Process 
In proportion to the decision to invest in the right firm or company the 
ultimate returns to the venture capitalist is to be ensured. Therefore the venture 
capitalist would analyze the potentiality of the investment and ensure the 
successfiil mode of investment which is called investment process. The 
decision-making process of development financial institutions and a Venture 
Capital firm differs each other. The key to the Venture Capital business is 
finding the right investment and adopting strict selection criteria, as enterprise 
growth and high financial returns are of paramount importance to offset the high 
risks involved. The various modes of investment which are usually adopted by 
the venture capitalists are as following. 
62 
Table 2.1 
Stage at Which Investment Made Risk of Loss Causation of Major Risk by 
Stage of Development, Period of Fund Locking 19 
Stage at Which 
Investment 
Made 
The Seed-Stage 
The Start-Up 
Stage 
The Second 
Stage 
The Third Stage 
The Bridge/Pre-
Public Stage 
Risk Of 
Loss 
66.2% 
53.0% 
33.7% 
20.1% 
20.9% 
Causation of Major 
Risk By Stage Of 
Development 
72.0% 
75.8% 
53.0% 
37.0% 
33.0% 
Period of 
Funds 
Locked 
Years 
7-10 
5-9 
3-7 
3-5 
1-3 
Risk 
Perception 
Extreme 
Very High 
High 
Moderate 
Low 
Source: Thaneja Satish, (2002)'", P-18 
2.7.1. Deal Flow 
The term 'deal flow' refers to the process of sourcing and screening 
potential investment opportunities. According to most of the Venture Capital 
operators, the best deals come from reference by other entrepreneurs or other 
venture capitalists seeking syndicate partners or other business people like 
accountants, financial consultants and lawyers. 
2.7.2. Preliminary Deal Screening 
Normally the criteria for deal screening are predetermined by the venture 
capitalists. On the basis of such criteria, a preliminary screening of deals is 
conducted. Hence, in the Venture Capital markets characteristics of success are 
judged before hand for valuing potential investments, so as to fit-in the portfolio 
strategy of the Venture Capital companies. 
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2.7.3. Due Diligence Process 
The phrase 'Due DiUgence' has a special significance in Venture Capital 
investment decision taking into consideration the greater risks faced by a 
Venture Capital firm. It has been defined as a rigorous and expert evaluation of 
a business venture's outlook. On each potential investment venture capitalist 
performs due diligence, and it is more intensive when the amount investment 
proposed is significant. It consists of a careful review of the business plans, 
which are submitted by entrepreneurs in different forms. Business plans consist 
of comprehensive document which explains the proposed venture in terms of its 
markets feasibility and strategy, organization and management and its financial 
prospects. Specialist consultants are hired to assist in the due diligence review 
which is helpful for Venture Capital firm in accessing specialized knowledge, 
which helps it to critically analyze proprietary technologies and market 
potential areas which the Venture Capital firm may fail due to inadequate 
expertise in investment decision making. It is a detailed analysis, which covers 
potential and risks of the current market. It establishes whether the entrepreneur 
can produce the product profitably. It provides the investor with an 
understanding on how the business plan compares to the actual market situation 
due to that entrepreneur's often are over optimistic when making their 
forecasts.^' 
The economic-financial aspects from the viewpoint of future financing is 
examined by financial due diligence and it takes into account factors of success 
that are unique for the company in question. The estimations, such as, future 
cash-flow, budget, organization structure, liabilities and risks are assessed 
through financial due diligence . Any legal complications connected with the 
creation of the final contract is investigated through legal due diligence. It 
analyses any possible lawsuits and commitments undertaken with third parties 
in particular. 
The value creating process between the investor and the entrepreneur is 
analyzed with tax due diligence processes. And Management due diligence, is 
that the management team is seen as a key aspect of success, the investor needs 
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to determine if the entrepreneur have the combination of drive, intelligence and 
persistence to succeed. Track records of previous experience and personal 
references are two ways for the investor to make a judgment. 
Figure-2.1 
The Selection of the Investments by the Venture Capitalists 
Project Investment Scrutiny Percentage of Total 
Proposals 
I 
14 
51 
Pro|Ocl Cliniiniilocl iii Fust StORC 
• Proiccl Ciiniinotod in First Stage 
Pioioct eliminated in Detailed 
Analysis 
• InvcitineiU 
Source: (Caselli & Gatti, 2004) 
2.8. Valuation of Investment 
For valuation of the company to determine the financial viability of the 
proposed project it is important to carry out the due diligence process. The 
discounted value at what the company is estimated to be worth in future should 
be found out. If everything goes according to the plan, it shows the soundness 
of good valuation process and also reflects the quality of management team, the 
industry in which the company is operating, the potential for the industry and 
the marketplace. Due to non-availability of data to make the statistics 
meaningful, it is very difficult to value a new and young company. Also the 
data can always be manipulated to indicate positive returns. It is observed that it 
is necessary to lay the minimum expected IRR of the Venture Capital projects 
in the range of 30-35 percent. Golis^'' clarifies that estimating the value of the 
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investment is a fundamental part of the investment decision. The closing of the 
deal depends on the agreement about the amount of funding that is required. 
Valuation concerning start-up firms can prove to be a tough nut to crack 
especially if there is no previous track record and highly risky market with poor 
economic and financial performance. The first problem that analysts face is how 
to choose a proper method of valuation. A number of different valuation 
methods are available and the key is to decide which method is most suitable, 
and the determination of the investment price can thus be based on the 
following methods. 
2.8.1. Payback Method 
The recovery period of the initial cost of an investment is focused in pay 
back period method. It is a simple method that assumes a straight payback. 
Since it ignores the time value of money hence it is essential to complement the 
analysis with other methods. 
2.8.2. Internal Rate of Return (IRR) 
It calculates the rate that will give a NPV of zero for the investment. 
When the cost of capital is less than that of Internal rate the investment is 
acceptable and made in accordance with the analysis and it will be profitable. 
2.8.3. Net Present Value (NPV) 
On the basis of Discounted Cash Flows (DCF) analysis which provides 
measures like NPV are the most common approaches to project evaluations. 
The expected future cash flows for each period are discounted in the NPV 
method, using the company's discount rate to account for the time value of 
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money where the NPV is positive, the project is ready to be accepted . 
2.8.4. Comparables 
It is good indications from the assessment of the performance by 
analyzing recent transactions concerning similar or equal assets. According to 
EVCA^ ,^ this method is appropriate for valuing seed's or start-ups in R&D 
intense sectors because of the frequency with which funding rounds are often 
undertaken. 
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2.8.5. Multiples 
Only for investments in an established firm with continuing earnings, 
this methodology is likely to be appropriate and also be applicable to companies 
with negative earnings, if the losses are considered to be temporary. 
2.8.6. Scenario Planning 
According to Raynold, Tremblett and Schmidt^ ,^ scenario planning is a 
process of exploring and developing strategies that can work in a variety of 
situations or possible futures. It can be called as set of stories, each one with its 
own plausible world in which we might have to work and live in. It is a 
systematic method for thinking creatively about possible complex and 
uncertain futures and evolves around carefully constructed "plots" that 
emphasize important elements of the world where the plots can be categorized 
into three, such as, representing a best, middle and worse type of scenario 
2.8.7. Decision Tree Analysis 
Decision tree analysis involves building a "lattice" representing all 
possible scenarios, with their assumed probability, and the decisions to make in 
response to them^ .^ The valuation process involves discounting expected cash 
flows with a risk-adjusted discount rate. The main problem with this approach 
is that it deals with unknown probabilities of future outcomes. 
2.8.8. Real Option Approach 
There is a draw back of all the above-mentioned methods that they don't 
consider future flexibility but the "real option" approach is a method of 
considering future flexibility. This method is to capture the value of flexibility 
that has been desired both by academics and managers. The experts argue that 
the concept of pricing a financial option also could be used when evaluating 
real investments. Real option approach is the same as financial options and 
derivatives, which is similar and gives management the flexibility to adapt its 
actions to future market conditions. In real option the investment once made can 
be reconsidered and revised. 
The Venture Capital firms invest in small start-up firms that operate in 
high-risk and fast growing markets where the start-up firm is in need of external 
assistance until it reaches maturity. The entrepreneurs themselves would prefer 
receiving a one time fixed amount covering all their future costs. Due to the 
underlying high risk of project failure, which leads to a high-realized loss, the 
one time fixed amount is not an optimal solution for the investor. Venture 
capitalist would like to divide its investment in number of parts for solving this 
problem which is called milestones and further funding after the first is optional 
that is helpful in reducing the investor's possible loss in case of project failure. 
The staged funding provides Venture Capital with a real option. This option can 
be exercised or abandoned over time as the uncertainty about the start-up firm is 
reduced''". 
The major potential advantage of using the real options approach is that 
it can change the evaluated proposals and if options are profitable then more 
similar proposals can be accepted. 
2.9. Structuring the Deal 
A fair and profitable invest price is the main objective of valuation of the 
proposed project and generally the Venture Capital investments are made 
through equity or equity related instruments, such as, equity shares and 
preference shares. Some times the debt instruments may also be entertained as 
and when required. 
The final step in the investment process is "Structuring the Deal" which 
is the stage where major variables of the investments are defined and also 
usually it negotiates the process with the entrepreneur to finalize a deal. 
The financial instruments through which Venture Capital investment is 
made are the important aspects of structuring of the deal. Considerable 
flexibility in structuring a Venture Capital deal depends up on the usage of wide 
diversity of financial instruments which can be chosen. The instruments can be 
broadly bifurcated into equity and debt instruments'". 
2.9.1. Equity Instruments 
• Ordinary equity shares. 
• Equity warrants which can be converted to equity shares or debentures or 
bonds at a future date. 
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• Cumulative convertible preference shares which can be converted into 
equity shares after a specified time. 
• Participating preference shares which is entitled to get additional 
dividend after the payment made to equity share holders. 
• Cumulative convertible participatory preferred ordinary shares which 
entertains both the preferential and participative features. 
• Non-voting equity shares which are not having voting power but offers 
higher return. 
• Deferred ordinary shares, like the name indicates the ordinary share 
rights are deferred until happening of specified event, such as, listing of 
shares on the stock exchange or the sale of the company. 
• Preference shares which are similar to Non-voting equity shares but 
having a preferential right for a fixed rate of dividends. 
• Convertible cumulative redeemable preference shares are the combined 
form of both redeemable preference shares and convertible preference 
shares. 
From the deferent types of equity-linked financial instruments, 
the equity warrants, nonvoting equity shares and cumulative convertible 
participating preferred ordinary shares could be used to structure a 
flexible Venture Capital deal (Table- 2.2). 
2.9.2. Debt Instruments 
To ensure the owner's interest in an existing venture sometimes the 
venture capitalist entertains the borrowed or debt instruments to receive a 
running yield during the early years when the equity portion is unlikely to yield 
any return. Debt instruments are varied in form of conventional loans, income 
notes, non-convertible debentures, partly convertible debentures, and fiilly 
convertible debentures, zero interest bonds, secured premium notes and deep 
discount bonds (Table- 2.2). 
Conditional Loans 
Conditional Loans are those form of loan finance without any pre-
determined repayment schedule or interest rate and the lenders of such loans 
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charges a predetermined ratio of the sales towards the recovery of the principal 
as well as revenue, usually 50:50, which is called as royalty. The investor stands 
to gain or lose depending on whether the actual sales are higher or lower than 
the projected sales. Conditional loan is also a quasi-equity instrument.^ ^ 
Table 2.2 
Types of Equity Instruments and Debt Instruments 
Equity Instruments Debt Instruments 
Equity Shares 
Non-Voting Equity Shares 
Preference Shares 
Equity Warrants 
Cumulative Convertible 
Preference Shares 
Convertible Cumulative 
Redeemable Preference Share 
Conventional Loans 
Conventional Loans 
Income Notes 
Non-Convertible Debentures (NCD) 
Partly Convertible Debentures (PCD) 
Fully Convertible Debentures (FCD) 
Zero-Interest Bonds 
Secured Premium Notes (SPN) 
Deep Discount Bonds (DDB) 
33" Source: I.M. Pandey, 1992", 
Conventional Loans 
Conventional Loans carries lower interest initially which increases after 
commercial production commences and are modified to the requirements of 
Venture Capital financing. To cover the interest foregone during the initial 
years a small royalty is additionally charged by the lenders. Although the 
repayment of the principal amount is based on a pre-stipulated schedule, and 
usually do not insist upon mortgage or other security. 
Income Notes 
Income Notes are the combined form of both the conventional and the 
conditional loans, which carries only a uniform low rate of interest along with a 
royalty on sales and the principal loan amount, is returned in accordance with 
the stipulated schedule 
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Non-Convertible Debentures (NCDs) 
Non-Convertible Debentures are charged only at a fixed or variable rate 
of interest, and can be redeemable at par or premium, which is secured in 
nature, and may be in cumulative or non-cumulative forms. 
Partly Convertible Debentures (PCDs) 
Partly Convertible Debentures have the features of both convertible and 
non-convertibles. The convertible portion can be transferred to equity shares at 
par or premium and the non-convertible portion can earn fixed interest rate till 
redemption usually at par. Such instruments are best suited to second round 
Venture Capital financing. 
Zero Interest or Coupon Bonds or Debentures 
Zero Interest or Coupon Bonds or Debentures are in both convertible and 
non-convertible forms with zero or no interest rate, but non-convertible bonds 
are issued at a discount and repayable at par in the time maturity whereas the 
convertible bonds are transferred to equity shares at a stipulated price and time. 
In this case a considerable flexibility are offered and also an appropriate 
instrument for later stage of Venture Capital financing. 
Secured Premium Notes 
Secured Premium Notes are secured in nature, redeemable at premium in 
lump sum or instalments, which carries only zero percent interest rate and holds 
a warrant against which equity shares can be acquired. It is also useful for later 
stage financing. 
Deep Discount Bonds 
Deep Discount Bonds are rarely used for Venture Capital financing 
which are issued at a large discount to their maturity value as a long-term 
instrument, can be traded in debt security markets. 
2.10. Investment Nurturing or Aftercare 
"Investment nurturing," is the active role played by the venture capitalist 
in the management of the investee companies. Investment monitoring and 
Investment Nurturing are used simultaneously for the same role played by the 
investors in the management of the companies, where the Investment 
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monitoring is normally used by the conventional term lending institutions and 
Investment nurturing is the term used only for the venture capitalist's 
involvement with the investee company. It is more intimate and constant during 
the entire life of the investment '^'. 
Entrepreneurs are usually quite optimistic about their ventures and fail to 
recognize and react to early danger signals of impending failure. Quite often it 
is the venture capitalist that reacts first to warning signals as he has a clear view 
as well as a wider exposure to industry situations. The investee needs to take 
venture capitalist into confidence and share his problems and difficulties. 
Venture capitalist when satisfied that a venture is being run properly in a 
professional manner would not like to be involved in its affairs, as his sole 
objective is growth of the enterprise^ .^ 
Nurturing Styles 
In broad sense, hands on, hands off, hands holding, are the three major 
styles of investment nurturing^*. Variety of factors, such as, specialization of the 
Venture Capital firm, stage of investment, financing plans are the factors 
affecting the adaption of the styles by venture capitalist. All the three styles are 
used in places where Venture Capital industry is sufficiently developed,. 
2.10.1. Hands on Nurturing 
The Venture Capital firm nominates one or in some cases two of its 
officers on the Board of Directors of the investee company in hands on 
nurturing. In macro issues it is the responsibility of the nominee director to 
advise and guide the investee company. As the Venture Capital firm normally 
has more than one investment in the similar or allied enterprises, with wider 
exposure and experience in the area, can provide useful guidance on aspects of 
long term business planning, technology development, financial planning and 
market development. 
In Seed and Start-up stage financing "Hands on Nurturing" are most 
useful. Herein the venture capitalist can make a significant contribution for 
initial technological and marketing problems. When the venture capitalist's 
exposure is relatively large enough to justify the close involvement, hands on 
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nurturing are normally used. Nearly three quarters of Venture Capital firms in 
UK, normally insist on having a nominee director on Boards of the investee 
companies."'' Non-availability of the suitable "in house experts" with the 
experience relevant to the concerned projects is the major hurdle in providing 
hands on nurturing. The venture capitalists in developed markets have formed 
core groups of experts to come over this difficulty and build a network of 
external advisors or experts in specific areas. 
2.10.2. Hands off Nurturing 
The right of nomination of a director on the Board of Directors of the 
investee company is retained in this case but not often exercised. It has been 
observed that initially a venture capitalist starts with "hands on style" and later 
on being satisfied with the performance switches onto "hands off style" which 
can be helpftil in saving the time and cost. One of the syndicate members 
follows hands on while others follow hands off style, if the Venture Capital 
assistance is syndicated between two or more Venture Capital firms. 
2.10.3 Hands Holding Nurturing 
It is midway of both "hands on" and "hands off nurturing styles, where 
the venture capitalist neither plays so much active role as in hands on style nor 
it remains inactive like hands off style. 
2.11. Exit Routs 
"It is important that at the time of investment venture capitalist makes it 
clear to the investee company that he not only intends to sell his investment at a 
higher price with in a fixed period but also about his realization horizon. A 
disparity in the expected realization horizons of the venture capitalist and the 
entrepreneurs may lead to problems. Divorce in Venture Capital is much more 
difficult and costly than in the domestic equivalent". ^^ 
After reaching a certain stage of business life cycle venture capitalist has 
to leave the business. For doing so, they adopt several routs that are termed as 
exit routs. It can be classified under following heads^ :^ 
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2.11.1. Going Public (Initial Public Offer) 
Initial Public Offers are the most useful method of exiting the venture, 
which can be done through primary markets that offer first-hand securities to 
the public who are ready to invest. This route is preferred, since it not only 
provides an exit to venture capitalist but also helps the entrepreneur 
significantly in many cases. The advantages of Initial Public offering (IPO) are 
as follows: 
• Immediate liquidity that helps the entrepreneur as well as the venture 
capitalist. 
• The venture capitalist may obtain a higher price for his equity than what he 
can get through private placement their equities or disinvestments through a 
public offering. 
• It helps to build an image of the company if the shares of the company are 
listed on a stock exchange and better credibility with customers and 
suppliers as well as with banks and other lending institutions may be 
enjoyed by the company, which is useful to raise further financial 
requirements as soon, easier, timelier and less costly. 
2.11.2 The OTC Route 
The investors can exit the investment through an OTC member who may 
acquire the shares with the aim offering them at a gain to the public at an 
appropriate time. This route is, however, not very popular owing to the 
ineffective working of OTC exchange. 
2.11.3. Buying Back by the Promoter 
A promoter is the first person who is always given the first chance of 
taking over when the venture capitalist exits the investments. It depends up on 
the financial soundness of the promoter and capability whether he can take the 
stakes fi-om the venture capitalist. Such a buy back takes place at a maturity-
negotiated price or at a rate to be determined in appropriate from. Earning Per 
Share (EPS) of the company and Price-Earning (P/E) Ratio of similar are the 
common by used tools or basic techniques for determining the buy back price. 
2.11.4. Selling to Some Other Investors 
The venture capitalist sells his investment to another professional 
investor, venture capitalist or institutional investor in this style of exiting. If the 
venture capitalist needs to increase or maintain fund corpus liquidity, the 
company or venture capitalist can exit safely through this route. . 
2.11.5. Corporate Sale to another Company 
The venture capitalist and entrepreneur may together decide to sell the 
entire company to a third party or a corporate body if the trade agreement is 
better than that of other exit options that is also known as trade sale. In India, 
this method has not been very popular. 
2.12. Conclusion 
The foundations of modem form of Venture Capital have taken place in 
late 18th century or early 19th century. The real development of Venture 
Capital, in today's modem form began in the late 1930s when Charterhouse 
was launched as the first modem professionally - managed specialist fund. It 
provided risk equity finance for young and small growing business in the UK. 
The term Venture Capital comprises two words, viz., 'Venture' and 'Capital' 
simply means trying your luck in investment or taking risk. Capital means 
investment and the Venture Capital typically refers to investment fimds or 
partnerships that concentrate on investing in promising start-up and emerging 
companies 
The concept of Venture Capital fund was bom with a fundamental 
objective to provide initial capital and support in building capital base to the 
entrepreneurs, having a sound background of professional education, expertise 
and initiative to launch the business based on fast changing technology. 
The term 'Venture Capital' is used by deferent countries in deferent 
ways. In US private equity and Venture Capital differs on account of stages 
where the Venture Capital is considered as seed and early stages of investment 
whereas in India there is no deference in private equity and venture capital. It is 
classified on account of its amount of investment where Venture Capital deals 
with small amount of investment and subscribes to only little percentage of 
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stakes but in private equity amount of investment is more and stakes will also 
be more i.e. more than US$10 million. In the present study the Researcher 
takes into consideration the both Private Equity and Venture Capital as the 
same and the pattern and trends will be studied according to the combined 
form. 
The Venture Capital is generally classified into deferent stages on 
account of investment, which can be identified in terms of seed, start-up, early, 
second stage, later stage, expansion stage, mezzanine stage up to the exiting of 
the investment from the venture. The valuation is done by the venture 
capitalists for the purpose of deal structuring and adopting instrument of 
investment. The investment processes are deferent in deferent firms or ventures 
which includes due diligence in terms of finance, law, management and tax 
after the evaluation process, the venture capitalist decides the monitoring styles 
either participative or non-participative. Finally the exit routs are also different 
for different ventures according to the nature of the development but in most of 
the cases the venture capitalists go for IPOs that enables them for fiirther 
involvement and if possible for buy back of shares which are already divested 
by them. 
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Chapter-Ill 
VENTURE CAPITAL INVESTMENTS: 
A GLOBAL PERSPECTIVE 
3.1. Introduction 
The previous chapter was a comprehensive description about the 
conceptual review of Venture Capital investment in its multifarious 
arrangements. In the present chapter the global perspectives of Venture Capital 
is analyzed. The chapter is classified in to five important regions as per the 
standard laid out by the report of PriceWaterhouseCoopers, Britain. Since there is 
no uniform and reliable data source for a comparative study of Venture Capital 
financing between regions/countries during the earlier period, emphasis 
therefore leans heavily on data published by PriceWaterhouseCoopers for the 
period from 1997 up to 2006. 
The history bears the testimony that the economic history of the USA, 
Europe, the U.K. and other industrially advanced nations of the world achieved 
the industrial development and economic growth through their strong 
commitment towards innovative source of finance, such as. Venture Capital 
and private equity. From 1946 until 2006, the world witnessed successful 
transplantation of the modem concept of Venture Capital financing from the 
U.S. to the entire world in either its original form or some variations. Though 
similar forms of financing existed in many countries, the modem concept was 
accepted in U.S. from 1946 onwards. During the last 60 years, the number of 
countries practicing Venture Capital financing increased to more than 80 times 
globally'. 
3.2. Evolution and Growth of Venture Capital Funds 
In the era of increased globalization of Venture Capital funds, the 
HSBC's tag line "The World's Local Bank," can be slightly adjusted to "the 
world's local venture capitalists" to describe one of the key elements of 
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transition in the Venture Capital industry. Although Venture Capital is a local 
business, requiring hands-on involvement in building portfolio companies, 
investors' mind-sets and operational/investment models have become much 
more global. Global consumer markets, increased international competition, 
investment opportunities in emerging markets, the higher cost of building a 
company in the mature markets, and advancements in technology are all 
driving the globalization of both Venture Capital funds and their portfolio 
companies. 
Investors are increasingly working with their portfolio companies to take 
advantage of the low-cost pool of talent in emerging markets. Private venture-
backed companies must increasingly act like muhinational companies earlier in 
their life cycles, taking advantage of the new global ecosystem that matches the 
increased demand for innovation with an international supply of talent, 
innovative technologies, business models, and capital. Currently the global 
Venture Capital has achieved the historical hike, but the development of 
Venture Capital all over the world has come through a long process in different 
parts of the world. 
The foundations of modem form of Venture Capital had taken place in 
the late 18th century or early 19th century, when inventors , such as, 
Stephenson, Ark-Wright, Compton and Brunei funded prosperous private 
investors to finance their projects and most of these played important roll in 
industrial development. Although it was not identified as such at that time. 
Venture Capital can be seen in the 15"^  century with the merchant ventures, 
who traded internationally and established business houses in far flung 
countries. In many cases these initiatives took the form of armed expeditions, 
but often with funding fi-om wealthy private individuals who stayed in the 
safety and comfort of their homes, while the entrepreneurs, the hardy sea 
captains took the risk . 
"Venture capital" has been a fixture of western civilization for many 
centuries. The decision by Spain's Ferdinand and Isabella to finance 
Christopher Columbus' voyage of exploration can be considered one of 
history's most profitable Venture Capital investments (at least for the Spanish). 
However, modem venture capital-defined as a professionally managed pool of 
money raised for the sole purpose of making actively-managed direct equity 
investments in rapidly-growing private companies, and with a well-defined exit 
strategy—is a recently developed financial innovation, and one that has until 
very recently been ahnost exclusively American . 
Although many other similar investment mechanisms had existed in the 
past. General Georges Doriot is considered to be the father of the modem 
Venture Capital industry. In 1946, Doriot established American Research and 
Development Corporation (AR&DC), whose biggest success was Digital 
Equipment Corporation. When Digital Equipment went public in 1968, it gave 
101 percent armualized Retum on Investment (RoI).US$70 thousand reached 
up to US$35 million in eight years from 1959 to 1967. It is also said that the 
first venture-backed start-up may be Fairchild Semiconductor, funded in 1959 
by Venrock Associates'*. 
Venture Capital investments, before World War II, were made by 
wealthy individuals and families. One of the first steps toward a professionally 
managed Venture Capital industry was the passage of the Small Business 
Investment Act of 1958 in the US. The 1958 Act officially allowed the U.S. 
Small Business Administration (SBA) to. license private "Small Business 
Investment Corporations" (SBICs) to help the financing and management of the 
small entrepreneurial businesses in the United States because it was realized 
that there was shortage of long term capital for small businesses.^ 
Generally, Venture Capital is closely associated with the technologically 
innovative ventures and mostly in the United States. Due to stmctural 
restrictions imposed on American banks in the 1930s there was no private 
merchant banking or venture capitalist industry in the United States, a situation 
that was quite imique in developed nations. In 1980s Lester Thurow, a 
renowned economist, realized the inability of the USA's financial regulation 
framework to support any merchant bank other than one that is rim by the 
United States Congress in the form of federally funded projects. These, he 
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argued, were massive in scale, but also politically motivated, too focused on 
defence, housing and such specialized technologies as space exploration, 
agriculture, and aerospace. US investment banks were confined to handling 
large mergers and acquisitions (M and A) transactions, the issue of equity and 
debt securities, and often the breakup of industrial concerns to access their 
pension fund surplus or sell off infrastructural capital for big gains^. Not only 
was the tax regulation of this situation very heavily criticized at the time, this 
industrial policy differed from that of other industrialized rivals notably 
Germany and Japan which at that time were ahead in automotive and consumer 
electronics markets globally. How ever those countries were becoming 
dependent on their central bank but in the United States government and 
private investors were setting priorities. 
3.3. Decadal Changes in Global Venture Capital Industry 
During the 1960s and 1970s, Venture Capital firms focused their 
investment activity primarily on starting and expanding companies. More often 
than not, these companies were exploiting breakthroughs in electronic, medical 
or data processing technology. As a result, Venture Capital came to be almost 
synonymous with technology finance especially in Germany and Japan. 
Venture Capital firms suffered a temporary downturn in 1974, when the stock 
market crashed and investors were naturally suspicious of this new kind of 
investment fund. 1978 was the first big year for US Venture Capital that the 
industry raised approximately US $750 thousand in 1978 .^ 
In 1980, legislation made it possible for pension funds to invest in 
alternative assets classes, such as. Venture Capital firms. 1983 was the boom 
year - the stock market went through the roof and there were over 100 initial 
public offerings for the first time in U.S. history. That year was also the year in 
which many of today's largest and most prominent firms were founded. Due to 
the excess of IPOs and the inexperience of many Venture Capital fund 
managers. Venture Capital returns were very low through the 1980s. The late 
1990s was a boom time for the globally renowned Venture Capital firms on 
Sand Hill Road in the San Francisco Bay Area. The NASDAQ crash and 
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technology slump that started in March 2000 shook some Venture Capital 
funds significantly all over the world, by the resulting disastrous losses from 
overvalued and non-performing start-ups. By 2003 many firms were forced to 
write off companies they had funded just a few years earlier, as a result of 
global recession and many funds were found "under water"; (the market value 
of their portfolio companies were less than the invested value) Venture 
Capital investors sought to reduce the large commitments they had made to 
Venture Capital funds. 
3.4. Venture Capital Investments: Global Trends 
From table 3.1 and figure 3.land 3.2 on the global Venture Capital 
perspective, it is found out that the trends in Venture Capital investment in 
the world witnessed a sudden decline after the successive hike in terms of 
amount invested in Venture Capital during the period under reference . The 
comparative study of the above said regions demonstrates that only Europe and 
Asia Pacific are an exception in the global trend. But after continues downward 
trend in the years 2001 and 2002, recovery trend started as a whole. The 9/11 
attacks and global stock market downfall adversely affected the total global 
Venture Capital investment. 
From the trends in Venture Capital investments for the last 10 years, it 
is also discernible that North America dominated throughout. Table 3.1 and 
figures 3.1 and 3.2 clearly shows that the Venture Capital in the world is on a 
gradual growth as where some regions are having the high growth in the total 
Venture Capital boom. From the table it is discernible that the Asia pacific 
region has achieved a share of 25 percent in the year 2006 as against 8 percent 
in 1997. The role of India and china is very important which has positively 
affected the accelerated growth of the whole region. North America and Europe 
are on a maturity stage but still they are the global leaders of Venture Capital 
investments and their outflow of investment has a favourable result for the 
developing countries. In Middle East and African region the Venture Capital is 
restricted to a few nations, where as in Israel investment is showing declining 
trend during the period under review. 
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3.5. Venture Capital Investment in North America 
In the present scenario of world Venture Capital investments, the USA 
is world leader and originator of the concept of risk capital investments. Along 
with USA Canada is also an emerging venue of Venture Capital for both the 
inflows and outflows. Apart from the total global investment destinations the 
domination of North America is very clear and in North American region; the 
total investment of US and Canada is considered to be the market dictators. The 
Venture Capital scenario as the total of that region, and for the country-wise, 
detailed environmental changes as well as investment trends are discussed in 
the succeeding paragraph. 
3.5.1. The United States of America (USA) 
There is a wide diversity in the registration requirement and regulatory 
regime for Venture Capital industry across the various countries. In US the 
federal government planned to speed the development of advanced 
technologies in the mid-1950s, which was partly in response to Cold War fears 
about the growing technical prowess of the Soviet Union. The Federal Reserve 
System conducted a study and concluded that a shortage of entrepreneurial 
financing in 1957 was a chief barrier to the development of what it called 
"enterprising businesses", where the Congress passed and President Dwight 
Eisenhower signed the Small Business Act of 1958 to rectify this. To help and 
provide capital for small businesses, in the year 1958, Congress created the 
Small Business Investment Company (SBIC) program. SBICs, licensed by the 
Small Business Administration, are privately owned and managed investment 
firms. They are participants in a vital partnership between government and the 
private sector economy. 
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The biggest advantage they enjoy is the possibility of government 
support as well as the tax advantages*. Further, a bank's ownership in an SBIC 
subsidiary permits the bank to invest in small businesses in which it could not 
have otherwise invested, because of banking laws and regulations. A bank is 
encouraged to invest up to 5 per cent of its capital and surplus in a partially or 
wholly-owned SBIC. 
Figure-3.1 
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The legislation created the Small Business Investment Company 
program within the U.S. Small Business Administration. The legislation 
allowed SBA-licensed SBICs to "leverage" their private capital up to three-to-
one (and starting in 1976 up to four-to-one) by borrowing from the federal 
government at below-market interest rates. To make sure that the program 
should fast start, Congress allowed commercial banks to form SBICs. The 
legislation exempted bank-owned SBICs from the Bank Voiding Company 
Act, which prohibits banks from owning businesses unrelated to banking. And 
that is here a number of banks got into this business. Within four years of the 
legislation, nearly 600 SBICs were in operation^. 
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The New Markets Venture Capital (NMVC) program was introduced in 
2000 to tackle the capital requirements of low- income communities. The 
Government approved US $150 million for debenture guarantees and US $30 
million for operational assistance grants to supplement the private capital that 
is raised by NMVC companies. The Small Business Administration runs the 
program. The US Venture Capital industry is not governed by any specific set 
of guidelines. However, the US Securities Act of 1933 and the Investment 
Company Act of 1940 govern Venture Capital companies like all other 
investment companies in the US'*^ . 
The 1960s was the decade of IPO bull in US security market that 
allowed Venture Capital firms to demonstrate their ability to create companies 
and produce huge investment returns. The Digital Equipment went for IPO in 
1968, which established ARD and distributed an annualized ROI of 101 
percent, which the Digital invested $70,000 to start the company in 1959. It had 
increased its market value at IPO of US $37 million. As a result. Venture 
Capital became a hot market, particularly for wealthy individuals and families 
but however, it was still considered too risky for institutional investors. On the 
other hand the 1970s, was not that much favourable for the Venture Capital 
investment and IPOs in the US. But in late 70s the situation changed when a 
series of legislative and regulatory changes gradually improved the climate for 
venture investing. First, the capital gains tax rate were reduced to 28 percent 
from 49.5 percent through a bill in Congress and issued a "clarification" that 
eliminated ERISA as an obstacle to venture investing by the Labour 
Department, simultaneously other changes were brought in the government 
policies, including removal of impediments to risk-equity investing. 
In the 1980s, the US venture industry began to look overseas for 
opportunities in venture investments, in countries where such investments were 
not active and entrepreneurs depended on conventional sources of financing. 
The US-based Venture Capital companies have since been assisting 
governments and finance companies in developing countries to establish 
Venture Capital firms, create a new generation of entrepreneurs, set up 
industries with new technology, create markets for new products and accelerate 
the pace of economic development. 
A fimdamental change in the U.S Venture Capital market occurred 
during the late 1970s, and this can be traced to two seemingly unrelated public 
policy irmovations. First, Congress lowered the top personal income tax rate on 
realized capital gains fi-om 35 percent to 28 percent in 1978, thereby 
significantly increasing the effective return to value-creating entrepreneurship. 
Second, the Labour Department adopted its "Prudent Man Rule" in 1979, thus 
effectively authorizing pension fund managers to allocate a "moderate" 
percentage (usually defined as 5-10 percent) of fund assets to private equity 
investments. While neither of these changes appears revolutionary, the effect of 
their implementation on Venture Capital funding was dramatic. Total funding 
increased from US $68.2 million in 1977 to US $978.1 million in 1978. A 
further capital gains tax reduction in 1981 saw total Venture Capital fund-
raising growing firom US $961.4 million in 1980 to $5.1 billion in 1983. The 
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funding remained in the US $2-5 billion range for the rest of the 1980s", hi the 
late 1980s, 'especially' investing became very popular which refers to the 
tailoring of investments to meet the requirements of a specific industry, such 
as, healthcare and telecommunications'^. 
Now the global Venture Capital is growing towards a point of stability 
and new emerging destinations are found out to be the perfect market for US 
investors to balance their portfolio. The comparison of average annual returns 
from the secondary markets of the world, the US stock markets are found out to 
be matured enough which restrict the timely investors to invest in domestic 
market. Therefore the current scenario of Venture Capital witnessed an 
accelerated outflow from the US to the third world and newly industrialized 
countries especially towards Asia Pacific. 
3.5.2. Canada 
Though the Venture Capital investors tend to seek local opportunities, or 
work with investment companies with which they are familiar, innovative 
Canadian ideas are well-developed, which makes the Canadian Venture Capital 
industry commercially successful. Although the Bank lending is not necessarily 
well suited to the financing of early-stage enfrepreneurs in sectors, such as, the 
high-tech industry the Venture Capital becomes popular there. Venture Capital 
fund raising in Canada grew strongly during the second half of the 1990s, and 
compared to other countries has weathered recent market downturns relatively 
well. Canadian pension funds have been a much less important source of 
Venture Capital than their U.S. counterparts since the early 1980s. The 
pension funds accounted for an average of about 20 percent of Venture Capital 
funding in Canada. Over the past few years i.e. from 2000 to 2005 Canada has 
set a clear course to make Venture Capital investing more attractive, stimulate 
entrepreneurship and create an advantage for investment in Canada. 
The Venture Capitalists are subject to a variety of types of regulations 
that impact on the cost of carrying on business. Securities regulatory 
requirements, for example, have a significant impact on the cost of taking firm 
public. It also has impact on other types of investors, such as, Angel investors 
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and investments from family and friends. This has an indirect impact on 
Venture Capitalists. If fledgling firms cannot surmount the seed and start-up 
stages because of an inability to tap love capital or Angel investors, they may 
never get to the stage when a Venture Capital can provide further funding. 
There also exists holding periods and escrow requirements that are strong in 
Canada that affect investment duration among Canadian venture capitalists up 
to a greater degree than many countries of the world. In effect, securities 
regulation has had the effect of inhibiting the development of a secondary 
resale market for small and medium sized investments to a greater degree in 
Canada than the U.S'^ 
Experts have generally classified the Canadian industry into 5 different 
types of funds. Each type of fund employs expert Venture Capital managers to 
invest the money of others: the difference arises in the source of funds. "Private 
independent" funds are funded mainly by public and private pension funds and 
wealthy individuals. "Corporate industrial" funds are wholly owned Venture 
Capital subsidiaries of corporations, while "corporate financial" funds are 
wholly owned subsidiaries of financial institutions. Together, these three types 
of funds are referred to as "private" funds. "Government" or "public" funds are 
Venture Capital corporations owned and run by the federal or provincial 
governments. Finally, hybrid funds are "funds which are formed in response to 
a government incentive or an investment by government alongside private 
investors, or which have secured more than 50 percent of their capital from 
another hybrid fund.''' The differing investment strategies of public, private, 
and hybrid funds have an impact on the duration of Venture Capital 
investments. 
3.5.3. Trends in Venture Capital Investments in North America (1997-
2006) 
As per the Report of PriceWaterhouseCoopers the total Venture Capital 
investment in the entire North America has been shown in table 3.2 and figure 
3.3. The annual amount of investment made by Venture Capital firms has been 
rising over the last decade as referred in the table. It is seen that the maximum 
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share of Venture Capital in North America is of US itself The current scenario 
of Venture Capital investment as shown in the table and graph registering a 
zigzag movement in the total investment activity since 2001 with the exception 
to the historical achievement in 2000 an investment to the tune of US$128.8 
billion. 
Table- 3.2 
Venture Capital Investment in North American Region (1997-2006) 
Year 
1997 
1998 
1999 
2000 
2001 
2002 
2003 
2004 
2005 
2006* 
Total Investment in 
US$ (m) 
38400 
39800 
77600 
128700 
59300 
42500 
61800 
46100 
47600 
48100 
Index 
No. 
100.00 
103.65 
202.08 
335.16 
154.43 
110.68 
160.94 
120.05 
123.96 
125.26 
Share of World 
(%) 
66.67 
56.86 
62.58 
67.03 
57.51 
49.14 
52.84 
41.35 
34.9 
32 
Growth 
(%) 
0.00 
3.65 
94.97 
65.85 
-53.92 
-28.33 
45.41 
-25.40 
3.25 
1.05 
Source: Table-3.1 
From the figures 3.2 and 3.3 it has been traced out that from Venture 
Capital investment in the North America is almost in a maturity stage and has a 
stable growth rate compared to previous years. The table shows that there was 
sudden down fall in the investment by 53.92 percent and 28.33 percent 
respectively in 2001 and 2002 due to the sudden crises caused by 9/11 attacks 
and coupled with down fall in the overall world stock markets. The sudden 
down fall was attributed to over investment in previous years so only serious 
players remained after 2001. Further in 2003 a recovery trend of 41 percent is 
witnessed. In fact, the Venture Capital in North America has now fully 
transformed and further there is very little scope in the region. Therefore, there 
is outflow of investments from that region which has a positive impact on the 
other developing countries. 
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3.6. Pattern and Trends in Venture Capital in Europe 
The evolution of the concept of Venture Capital is formulated from the 
medieval period in Europe when the regime of Frederic and Isabelle in Spanish 
empire financed the expedition of Christopher Columbus for invasions in 
American continents for adventurous occupations all over the world and also to 
establish trade links with China during the 15^ century. The initiatives took the 
form of armed expeditions, with financing by rich individuals who were in 
west European capitals. The industrial revolution as well as the revival in 
Europe has its ultimate influence for the development of the concept in the new 
form of venture capital. Then the concept was modernized and the real 
development of Venture Capital, in today's modem form, began in the late 
1930s when Charterhouse was launched as the first modem professionally -
managed specialist ftind. It started providing risk equity finance for young and 
small potential business in the U.K. 
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Venture Capital was an American phenomenon before it emerged in 
other countries. But in middle of 20' century the American technological 
innovations has dominated in the total Venture Capital activities as a whole. 
The majority of the businesses in the US raise their initial finance from venture 
capitalists and other similar providers of 'risk money', such as, business angels 
and corporate venturing, rather than from banks. The European Union, 
meanwhile, has lagged behind in the growth of new development, and 
innovative small and medium-sized enterprises (SMEs) faced it more difficuh 
to get started and grow in Europe in comparison to the US. 
Mean while, as far as emergence of Venture Capital is concerned in 
Germany, it reached their limit a bit later than other developed nations. The 
industry has taken on far smaller proportions and less of the qualitative nature 
of its counterparts. 1965 is supposed to be the year of birth of Venture Capital 
in Germany, as four equity stake companies were established in the year. While 
some point to the 1975 formation of the Deutsche 
Wagnisfinanzierungsgesellschaft (WFG) as the true starting point. The KBG's 
represented the closest institution to American-style venture capital, but they 
targeted their investments particularly at profitable and growth oriented 
medium-sized companies. 
In Continental Europe the organized form of Venture Capital made a 
late start. The European Venture Capital Association (VCA) was setup in 1983. 
About three fourth of Venture Capital investment was restricted to three 
countries namely UK, France and The Netherlands. A number of European 
governments believed in providing special incentives to SMEs rather than 
promoting entrepreneurship and risk taking through market mechanism and tax 
concessions. Such policies were responsible for the slow growth of Venture 
Capital in continental Europe. Real growth started in mid and late eighties. The 
creation of Over the Counter Exchange (OTC) coupled with changes in public 
policy and economic conditions gave boost to Venture Capital industry in 
Europe. The Venture Capital pool increased from about US $9 billion in 1989 
to US $29 billion in 1990. In 1991 venture capitalist in Europe raised US $5 
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billion, of this one-third came from UK and remaining was contributed by rest 
of the continent. Banks accounted for 36 percent pension funds and insurance 
companies contributed in 15 percent and 11 percent respectively. Besides UK 
France, Germany, Italy and the Netherlands were active in Venture Capital 
industry. During this period 52 percent of Venture Capital funds came from 
independent organizations while captive firms contributed 30 percent.'^ 
The European Venture Capital community, like that in the United States, 
is concerned with globalization and with the international implications of the 
Sarbanes-Oxley regulations. Of more immediate concern to European attorneys 
and policymakers, however, are the risk of over-regulation and the hope-for 
emergence of a pan-European exit market. It is also estimated that Venture 
Capital contributed to the rapid growth of companies. Incubator fund which is a 
modem form of Venture Capital in Europe has come to existence in Europe. 
Originating in the United States, incubator funds provide early-stage financing 
and a range of services, such as, management consultancy, legal advice and 
even office space to entrepreneur. In theory, this additional non-financial 
investment raises the probability of success and therefore, should result in 
higher returns. 
There are now a good number of incubators in Europe to capitalize on 
investors' enthusiasm for Internet, telecom, media and technology stocks. After 
the stock-market correction and a series of dot.com failures, share prices of 
European incubators had collapsed. Some analysts think the incubator 
companies as opportunistic vehicles that tapped the market at a time of over 
enthusiasm. Others claim the correction and negativity surrounding the 
companies at the moment is excessive and that the share prices may bounce 
back'^. According to the experts. Venture Capital Firms with strong track 
records of returns proven business ideas and a history of exits via trade sales 
will be the best positioned to exploit the predatory pricing environment. 
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3.6.1. Legal Environment of Venture Capital in Europe with Special 
Reference to UK 
The Venture Capital world is facing too many restrictions and 
regulations which consist of taxes where changes affect ongoing deals, and 
pension law, where changes sometimes make deals prohibitively expensive. In 
case of UK, generally, the financial services industry is strongly regulated, but 
the current regulations made for fund managers are not well suited to the 
Venture Capital industry. Regulation is stricter in the UK, in comparison with 
rest of Europe. According to professionals of European Venture Capital 
Association (henceforth EVCA), Europe is unnecessarily over-regulated, 
although rules vary from country to country. If the European Union does not 
impose unified regulations, it would prefer to retain the 25 individual national 
legal systems. The EVCA has also been trying to change what it feels as 
unnecessary or wrongly oriented regulation by the International Accounting 
Standards Board. More over, the Europe does not have a problem with fair 
market value concepts of Venture Capital investment. In Europe other than 
UK, Germany is the leader succeeded by France and Sweden. The legal 
environment of Venture Capital in those countries is similar to UK. The most 
of the venture capitalists are a member of EVCA, which is the one of the 
biggest and successful model of organized Venture Capital in the world.'^ 
3.6.2. Trends in Venture Capital Investments in Western Europe (1997-
2006) 
In Europe the Venture Capital is mainly concentrated in Western Europe 
and that too the UK which is dominating all the nations of the region for their 
inflows of Venture Capital investment as well as outflow. According to Price 
WaterHouseCooper's report, the share of Europe is increasing continuously in 
comparison with North America or USA, and that too in total out flow of 
investment from the UK, France and Germany making their own place in the 
world Venture Capital map. Table 3.3 and figure 3.4 present clear picture of 
Western Europe for their commitment towards Venture Capital investments. 
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It is discernible that the share in the world is on the increase, although the 
growth trend is zigzag for the period under review. 
Table- 3.3 
Venture Capital investment in Western Europe (1997-2006) 
Year 
1997 
1998 
1999 
2000 
2001 
2002 
2003 
2004 
2005 
2006* 
Total Investment 
in Million US$ 
10900 
16900 
29400 
41000 
28500 
32300 
34100 
43300 
55100 
58500 
Index 
100.00 
155.05 
269.72 
376.15 
261.47 
296.33 
312.84 
397.25 
505.50 
536.70 
Share of 
World (%) 
18.92 
24.14 
23.71 
21.35 
27.64 
37.35 
29.16 
38.83 
40.4 
39.0 
Growth (%) 
0.00 
55.05 
73.96 
39.46 
-30.49 
13.33 
5.57 
26.98 
27.25 
6.17 
Source: Same as Table- 3.1 
Figure -3.4 
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It is evident from the table and figure that the trend of Venture Capital in 
Europe is stable since beginning of the Venture Capital investment in 
organized format. Last two years i.e. 2005 and 2006 the marginal growth is on 
a declining trend, which shows the sign of maturity of the regional investments. 
The European investment institutions are also looking for their future 
prosperity towards the Asia-Pacific region, especially to India and China. The 
growth of European Venture Capital investment was also dependent on the 
global trends which declined in 2001 and were able to recover in 2004. In 
Western Europe the Venture Capital was organized in 1980s, but the Eastern 
Europe is still under deferment in their risk capital financing. 
3.6.3. Eastern Europe and Venture Capital 
The Eastern Europe has also its own share of Venture Capital but not 
that much noticeable in the global figure of venture capital. According to the 
experts the Eastern Europe is going to become the next Venture Capital hotbed 
given the low-cost R&D and manufacturing outsourcing for Western Europe, 
as India and China are for the United States. It is clear that some large 
technology multinationals and investors have taken the first steps. Global 
market leaders, such as, SAP, are establishing innovation centres in Eastern 
Europe. In addition, a growing number of venture-backed European companies 
have established R&D teams in Eastern Europe. 
Venture Capital investor has begun to search scope and opportunities in 
the region. Dow Jones Venture, one tracked 15 Eastern European Venture 
Capital deals valued at US$81 million in 2005. Intel Capital and the Poland 
based Enterprise Partners are among the most active investors in Eastern 
European companies. Eastern Europe has got extra edge over Western Europe 
which includes culture, language, geographic proximity, and the fact that some 
countries are already members of the EU. Eastern Europe and Russia have with 
a pool of high-quality engineers at lower coast. 
Although, the Venture Capital industry is going through a 
transformation, it can be believed that due to this new sector for venture 
capitalist may emerge in near future. The role of Venture Capital to provide 
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initial capital and building expertise to new innovative companies is vital both 
for the developed and developing nations across Europe. The impact that 
Venture Capital has had in major economies, such as, the United States and 
Israel, will be followed by similar impact in the emerging markets in the years 
to come. 
3.7. Venture Capital Investments in Middle East and Africa with Special 
Reference to Israel 
The Middle Eastern region is the region of petroleum and the natural 
wealth. Whereas the African region is considered as poorest region in the world 
and most of the countries are suffering from domestic problems of multifarious 
nature, so far as the Venture Capital investment activities are concerned only 
Israel is important. The present study makes an earnest attempt to emphasis the 
Venture Capital investment trends and environment as whole with special 
reference to Israel, where the 85 percent of the region's investment is 
concentrated'*. 
The major reports of global Venture Capital are considering Israel as the 
most risky region for investment. The government of Israel has their own 
policy framework for attracting the foreign venture capitalist as well as 
domestic investors. Due to continued tensions with Palestine people and the 
special geographical status of the region makes the country more risky 
destination for investment. The share of international trade in weapon 
production is also considered to be a focus of Venture Capital in Israel.'^ It is 
supposed that, Israel Venture Capital industry was bom in 1985, at that time it 
was an important event, yet not so noticeable. Infact, like many infants appear 
to be, it was miraculously small, highly talented but full of hope and promise. 
The infant was given name Athena Venture Partners. Which was managed by a 
former Commander of Israel's Air Force as managing partner whose name was 
Dan Tolkowsky. His partner, Fred Adler was one of America's successful 
venture capitalists, who had helped several Israeli companies in raising capital 
from NASDAQ. Glen Tobias, a General Partner at Bear Steams assisted to 
establish the fund that raised US $25 million. Athena Venture Partners 
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represented an attractive investment opportunity to participate in quality higli-
technoiogy companies at the early stage of venture capital, with an emphasis on 
the companies based in IsraeP° 
In all OECD countries, Israel is the country in which Venture Capital 
has an important chunk of share in total GDP during last many years. Growing 
rapidly in the 1990s, Venture Capital investments reached over 2 percent of 
GDP in 2000, but then declined due to downturn in technology and IT stocks. 
Most Israeli Venture Capital focused on early stage companies, especially start-
ups in information and communications technology (ICT) sectors and 
biotechnology sectors. In this, the Israeli Venture Capital industry has 
performed commendably in diverting venture funds to potential and growth-
oriented enterprises. Israeli Venture Capital markets faced new challenges in 
raising funds in an economic slowdown. The Israeli Venture Capital industry 
was established through government funding, which leveraged financing from 
foreign corporations and institutions. The small size of the domestic market is 
an ongoing barrier for sources of venture capital. The government established 
the Yozma group in 1993 to utilise public funds to leverage foreign financing, 
mainly from the United States. This was coupled by equity guarantees for 
foreign investors, programmes to relate Israeli domestic firms with foreign 
business angels, and exits of Israeli venture firms on foreign stock exchanges. 
By 2000, the Israeli Venture Capital industry had reached the stage, whereby 
the private sector led the public sector in investments.^' 
The high-tech sector, coupled with enthusiasm, provoked by the 
successes which was already achieved, has made an encouraging environment 
for its future rapid growth and expansion. This encouraging and enthusiastic 
environment is helpful in nurturing dream of new scientists, investors and 
enterprises to achieve their future goals. At the same time there is a continuous 
and harmonious interaction between the Israeli Government and hi-tech 
entrepreneurship. It with out any doubt has accelerated the successful 
development at all stages of the "smart" industries, including academic, R&D, 
and making attempt to transform in to commercialization. 
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3.7.1. Trends in Venture Capital Investment in Africa and Middle East 
(1997-2006)^ ^ 
The Venture Capital investment in the specified region has its 
considerable share in the picture of global venture capital. According to 
PriceWaterhouseCoopers report on global Venture Capital the percentage share 
of Venture Capital of the region has a stable trend. It reached up to US$ 2.72 
billion in 2005 and further it reached up to US$3 billion in 2006 with index 
number 300 on the basis of 1997 as base year; against US$1.0 billion in the 
year 1997. The region became one of the attractive destinations for investment 
in 1990s. But after some years, the major political and environmental 
influences made the region in a deferment. The negative growth of global 
Venture Capital in 2001 also affected the region negatively. Table 3.4 and 
figure 3.5 have shown a periodical trend of Venture Capital investment along 
with the past grovv1:h rate. The figure is very much clear about the percentage 
share of the global Venture Capital with a parallel line of X axis for the last 10 
years. 
Table 3.4 
Trends 
Year 
1997 
1998 
1999 
2000 
2001 
2002 
2003 
2004 
2005 
2006* 
Source: 1 
in Venture Capital Investment in Africa and Middle 
East (1997-2006) 
Total 
Investment in 
US$m 
1000 
600 
1240 
3840 
2060 
1720 
2300 
3300 
2720 
3000 
rable-3.1 
Index No 
100 
60 
124 
384 
206 
172 
230 
330 
272 
300 
Share of 
World (%) 
1.74 
0.86 
1.00 
2.00 
2.00 
1.99 
1.97 
2.96 
1.99 
2 
Growth 
(%) 
0.00 
-40.00 
106.67 
209.68 
-46.35 
-16.50 
33.72 
43.48 
-17.58 
10.29 
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3.8. Venture Capital Investment in Asia Pacific 
Asia pacific is the most emerging market for Venture Capital 
investments which houses the two industrially developed countries, Japan, and 
South Korea and also two fastest growing economies, India and China. The 
Asia pacific region consists of the countries of Asia and Oceana , such as, 
Japan, South Korea, Hong Kong, China, Australia, India, Singapore, Taiwan, 
Indonesia, Malaysia, Pakistan, Philippines, Sri Lanka, Thailand, Vietnam, 
Myanmar, New Zealand, and Bangladesh 
Figure- 3.5 
Venture Capital Investments in Middle East & Africa (197-2006) 
260 
n 
-50 
-100 
/ / / 
I Total Investment in 16$ m ^ ^ Index No % Share of World % Growth 
Source: Table 3.4 
The present study has emphasized the role of India's Venture Capital 
which is competing with the neighbouring country for each and every 
achievement. In Venture Capital investment India is next to china. The current 
growth of Indian Venture Capital is demonstrating better performance than 
china, where the Venture Capital and foreign investment was permitted in the 
early 1990s. Both the countries are having the same source of Venture Capital. 
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According to the study made by Globalreport, sponsored by Deloitte 
ToucheTohmatsu Technology, Media and Telecommunications Industry Group 
which was conducted in association with the Venture Capital Association 
Deloittte among the US and non US Venture Capital investors, it was noticed 
that India and china are dominating in the global Venture Capital relm. For the 
total global venture capitalists china is more attractive and India comes second 
along with other countries of Asian region. For US venture capitalists too china 
is first choice and India is at Number-2 with a share of 34 percent and 24 
percent respectively. 
Figure-3.6 
Venture Capital Attractions in US and Non US Venture Capitalists 
B 
us Venture Capital Investors Regional Attraction 
other Europe 
OtlierAsa 7% 
4% 
Non US Venture Capital Investors Regional Attraction 
Source: Deloitte Survey (2006) on Venture Capital Attractions in US and Non US 
Venture Capitalists 
The figures 3.6 (a) and 3.6 (b) are very clearly pointing out that the 
Venture Capital investors in the world are of a view that, Asia pacific is the 
destination of Venture Capital in new century. Amongst the total respondents 
63 percent of the US investors are very much unbendable with India and China, 
and out of the non US respondents China gets No. land other Asia has come to 
No. 2. The figure also point out the importance of the Venture Capital 
investment in Asia pacific region, especially China and India as the future 
destinations for their highly profitable investments. 
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3.8.1. China 
The Chinese Venture Capital industry started in the mid-1980s, when 
the government decided that it should develop various high-technology 
industries. Owing to lack of experience among government officials and 
venture capitalists, most of the starting attempts in this industry were not 
successful. The China New Technology Start-up Investment Company, one of 
the famous Venture Capital firms in China, became insolvent in 1997. 
Fortunately, although most of the early initiative failed, there has been a 
continuous flow of support from the govenmient as well as from the private 
sector for the development of a Venture Capital industry in China. 
hi the begirming years, growth of Venture Capital in china was very 
slow. But later on, up to 2000 there was a rapid growth in Venture Capital 
industry in china. People gradually understood and accepted the concept of 
knowledge economy, high-tech industries and venture capital, the Venture 
Capital industry has taken its initial form and its rapid development begun . 
The Beijing Venture Capital Company serves as a successful example of 
the new crop of Venture Capital firms. The company was established in 
October 1998 with registered capital of RMB 500 million. The company has 
performed well after it followed internationally recognized rules and practices 
of Venture Capital business, the strong local government support, the diversity 
of its shareholders, an optimal configuration of various resources, an excellent 
investment team, and a first-class R&D group. In 1999, during its first year of 
operation, the company earned a profit of RMB 51 million. Its profit increased 
to RMB 61 million for year 2000. 
Since 1999, there has been an important impact on Venture Capital in 
China's information technology (IT) industry, predominantly in the areas of 
network and Internet infrastructure. The flow of Venture Capital in China is 
decided by market forces. In addition, the Chinese Venture Capital community 
has been actively finding out new Venture Capital paradigms that reflect 
requirements of Chinese economy and also the current international 
enviroimient for venture capital. 
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3.8.2. Japan 
In Japan, venture capital/private equity started in 1970s with the 
Hberalization of rules for initial public offerings on the Over-The-Counter 
(OTC) market (later renamed JASDAQ OTC market). The new changes 
encouraged a number of small companies to consider them in OTC listing and 
which directed number of brokerage firms to set up Venture Capital 
subsidiaries to assist this newly emerged phenomenon. This led to development 
of a Japanese Venture Capital industry. So far Japan has witnessed so many 
venture business booms: in the beginning of 1970s, up to the middle of 1980s, 
and during the years of bubble economy, when funds started flowing in 
volume. Corporate investors invested 20.5 billion yen, and banks invested 15.8 
billion yen in venture businesses. When the bubble burst, funding started to 
decline heavily through out the 1990s and did not recover again until 1998. By 
that time a new breed of Venture Capital firms, grew by Softbank lawns and 
Hikari Tsushin. The firms observed a big opportunity in Internet and 
telecommunications, and heavily invested in other concern venture businesses. 
Due to attraction of this new momentum US companies, for instance, Whiteney 
and Company, Broadview and Warburg Pincus, H&Q Asia, started business in 
Japan. Mighty Japanese trading giants also established their own Venture 
Capital units. Following to this development new stock exchanges were 
founded: Mothers (Market of the High-Growth and Emerging Stocks) in 1999 
and NASDAQ Japan in 2000. They targeted to make it easier and faster for 
new companies to provide initial public offerings. JASDAQ OTC also 
liberalized its strict initial listing conditions. As down fall started in all the 
major economies worldwide towards the end of 2000, the Japanese Venture 
Capital industry was not unaffected, even though it is again showing recovery 
trend now with the support of global Venture Capital boom in the last few 
years. 
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3.8.3. South Korea 
South Korea is one of the leading destinations for Venture Capital 
investment. It has developed considerably in making a positive envirormient for 
Venture Capital growth. The on-going Chaebol domination of the Korean 
economy led to significant business hurdles for several Venture Capital 
investors. The Venture Capital market of Korea has grown considerably in 
recent years, beginning from an insignificant base in beginning of 1990s and 
almost tripling between 1998 and 2001. At present, Korea is considered among 
the leading OECD countries in Venture Capital investment in share of GDP. 
Korea faced the severe financial crisis of 1997-98. To tackle the problem 
caused by big corporations (the chaebol) and the technology-oriented small 
companies, the government started the Venture Capital in 1998 by the 
introduction of equity capital, generous tax incentives and equity guarantees. 
In the last ten years, Korean Venture Capital firms have gather expertise 
about venture investments under unfavourable environments, which was never 
considered by conventional financial institutions. In particular, the venture 
capitalists did not contract from heavy investment activities in the difficult 
period when the nation faced the International Monetary Fund's bailout 
program. At present the bonanzic development in Korea's venture business 
provided. 
The full growth of Korea's Venture Capital sector has also faced 
disadvantage, because in Korea shareholder culture has not yet fiiUy developed. 
As a result, Venture Capital firms take on an average almost ten years to be 
listed on the KOSDAQ, challenging the ability of Venture Capital firm to 
realize their investment by selling off their shares as initial public offer. Yet 
these challenges notwithstanding, many of Korea's new and innovative and 
potential companies are increasingly looking towards innovative sources of 
financing for their growth. There fore they are providing opportunities for 
Venture Capital. 
106 
3.8.4. Australia 
According to the PriceWaterhouseCoopers, Australia is also considered 
as part of Asia Pacific region which has wide diversity of investment pattern in 
comparison with other nations. In Australia, the Government's support for the 
Venture Capital industry was justified through their commitments with new 
and emerging service sector and in which the venture capitalists are interested 
as educational services, which is the core competence of the whole nation. The 
country has the Venture Capital Act 2002 and the Taxation Laws Amendment 
(Venture Capital) Act 2002, amended the tax treatment of Venture Capital 
limited partnerships (VCLP). In view of the Australian Venture Capital 
Association Limited (AVCAL), these legislative amendments are bringing 
maximum additional billions in foreign Venture Capital investment into 
Australia which will build on their position as the one of the biggest destination 
for Venture Capital in the Asia Pacific. This view is getting support from the 
potential of the region. 
As the most of Venture Capital in Australia has started domestically. 
The Government has taken initiatives to tackle this imbalance by introducing 
world's best practice which has brought Australia in line with the US and UK in 
Venture Capital. The new VCLP legislation - along with more than 10 percent 
growth of Venture Capital industry is assisting to make Australia's developing 
image as an extra ordinary global economic performer and progressively more 
attractive destination for investment in innovation '^*. 
Table 3.5 and graph 3.7 on Asia pacific Venture Capital are very precise about 
the trends. It is palpable that, during the last four years the total investment is 
on a boom as the trend of Indian Venture Capital has only appeared after 2004. 
The Venture Capital has reached up to the point of US$ 37.5 billion in 2006 
against 4.6 million in 1997 
The investment became possible due to the presence of three industrially 
advanced nations i.e. Japan, Australia and South Korea in the region. Currently 
Asia pacific share is 1/4"^  of the global Venture Capital while it was only 1/13"^  
in the year 1997^ )^. 
Table- 3.5 
Trend in 
Year 
1997 
1998 
1999 
2000 
2001 
2002 
2003 
2004 
2005 
2006* 
Venture Capital Investment 
Total 
Investment in 
US$m 
4600 
4900 
9100 
12300 
11200 
9100 
17600 
17700 
29600 
37500.00 
Index 
No. 
100.00 
106.52 
197.83 
267.39 
243.48 
197.83 
382.61 
384.78 
643.48 
815.22 
in Asia Pacific (1997-2006) 
Share of 
World (%) 
7.99 
7.79 
7.67 
6.42 
10.86 
10.52 
15.05 
15.87 
21.7 
25.00 
Growth 
(%) 
0.00 
6.52 
85.71 
35.16 
-8.94 
-18.75 
93.41 
0.57 
67.23 
26.66 
Source: Table- 3.1 
3.9. Venture Capital Investment in Central and South America 
In central and south America, Brazil, Mexico and Argentina are the 
leaders in Venture Capital investment. Where as Brazil Costa Rica, Colombia, 
Venezuela has their major implications in all their international relations, 
Brazil is one of the member countries of Brazil, Russia, India and China 
(BRIC). According to the Venture Equity in Latin America (VELA) reports the 
Brazil, Argentina and Mexico have a share of 28, 24 and 16 percentage^^ 
respectively in the total Venture Capital investments of the region. 
Several organizations traced supply of Venture Capital and private 
equity in Latin America. There are three famous organizations, viz. Venture 
Equity Latin America (VELA), Thomson Financial and Latin America Venture 
Capital Association (LAVCA). Among them, VELA is the only one that has 
been broadly covering the region and tracing the investment on a deal-by-deal 
basis. According to information available since 1988, the private equity/ 
Venture Capital investments to the region have mainly been concentrated in 
Brazil, Argentina, Mexico, Chile, and Colombia, which together accounts for 
more than 74.1 percent of the region's venture capital/ private equity 
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investments. According to Venture Equity Latin America (VELA), Mexico got 
US $2,615.9 million during the last 16 years between 1990 to 2006 i.e. 10.0 
percent of the Venture Capital investments in Latin American region. 
Figure 3.7 
Venture Capital Investments in Asia Pacific (1997-2006) 
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Table- 3.6 
Venture Capital Investment in Central and South America (1997-2006) 
Year 
1997 
1998 
1999 
2000 
2001 
2002 
2003 
2004 
2005 
2006* 
Total Investment in US$ 
m 
2700 
700 
1240 
5760 
2060 
860 
1150 
1100 
1360 
3000 
Index No 
100.00 
25.93 
45.93 
213.33 
76.30 
31.85 
42.59 
40.74 
50.37 
111.11 
Share of 
World 
(%) 
4.69 
1 
1 
3 
2 
0.99 
0.98 
0.99 
1 
2 
Growth 
(%) 
0.00 
-74.07 
77.14 
364.52 
-64.24 
-58.25 
33.72 
-4.35 
23.64 
120.58 
Source: Table- 3.1 
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The table 3.6 and figure 3.7 evidently show the investment trends of 
central and Latin America during the last lOyears. It is very clear that the 
Venture Capital in Latin and Central American region is still in a nascent stage. 
But some nations, such as, Brazil, Argentina, Mexico and Chile have already 
recognized importance of Venture Capital in the last decade. At percent, the 
Venture Capital investment of that region accounts for 2 percent of the total 
world, and which is almost US$ 3000 million. 
The international relations of Brazil and Mexico have influenced 
Venture Capital investments in the region by foreign players. The instable 
governments of the total region have a negative impact on the investment 
trends. In Latin America, Venezuela is the leading oil producing and exporting 
country, but the policy of US and other developed nations towards the country 
have adversely influenced the total investment environment, as evident during 
the period under reference. 
Figure-3.8 
Venture Capital Investments in Central & South American Region(1997-2006) 
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3.10. Conclusion 
This chapter discusses the international scenario of Venture Capital as a 
whole. The total world has been divided into five regions according to the 
importance of the Venture Capital attractive destinations. The maximum share 
of the global Venture Capital investment is being absorbed by North American 
continent, i.e. US and Canada. From the analysis of the global trends in 
Venture Capital investment, it is understood that the investment is moving from 
North American region to the third world especially to Asia pacific. The 
figures and tables are very much pronounced about the future trends in Venture 
Capital in the past ten years. The Venture Capital investment in US and 
Western Europe is almost matured. The Eastern Europe and Latin America are 
the next generation investment destinations. From the foregoing analysis made 
on the basis of total global Venture Capital investment trends it can now be 
concluded that, India and China, the two fast growing economies in Asia 
pacific region, will be the leaders of the next generation global players. 
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Chapter-IV 
BUSINESS ENVIRONMENT OF 
VENTURE CAPITAL FINANCING IN INDIA 
4.1. Introduction 
The preceding chapter dealt with the scenario as regards the venture 
capital financing at global level covering all the important nations of the world. 
The present chapter discusses the business environment of venture capital in 
India, including the evolution of Indian venture capital industry, objectives and 
vision for venture capital in India. Legal environment, regulatory framework 
and status of venture capital in the emergence of new liberalized economy have 
also been briefly outlined. 
Venture Capital is one of the most vibrant industries in today's financial 
markets across the world. Being a critical source of finance, the Venture 
Capital has a major role in commercializing innovations and new ideas. India 
witnessed a major development in the private equity and venture capital with 
the emergence of new economy. In a very short span of time venture capital 
grew with manifold in India in comparison to other nations of the world, 
especially the developed countries. India has been of a tremendous performer 
in terms of Venture Capital investment in the last decade of post-liberalization 
and globalization regime. 
From the very beginning of economic liberalization in India since 1991, 
policymakers have steadily opened up the doors of economy to foreign 
investment, which attracted largely global players to compete and tap the huge 
potentials in the domestic market. The combination of fiscal reforms, 
liberalization of trade and investment policies and rational exchange controls 
paved the way for implementation of India's progressive foreign trade policy. 
With all these developments India is moving towards becoming one of the 
fastest growing markets in the world, combined with strong fundamentals 
comprising a favorable demographic profile, capable human capital, trade 
openness, increasing urbanization and rising consumer spending. 
The spiraling growth in the economy has resuhed in the steady increase 
of funding provided by venture capitalists too. Other than a few sectors Hke 
non-banking financial services, gold financing activities which are not 
permitted under the industrial policy of the Government of India, investors can 
invest their funds in most other sectors. None continues to be a country that 
offers great investment opportunities to foreign investors. 
Venture Capital funds are potential instruments of growth and 
sustenance. They are a must for innovative products and services to prosper in 
an extremely crowded and competitive market. Providing seed capital 
investments for broadening entrepreneurial skills in the country by offering 
finance to technology oriented projects is the main aim of venture capital. A 
Venture Capital Fund (VCF) aims at providing entrepreneurs the whole support 
they need to create up-scalable business with sustainable growth, while 
equipping contributors with outstanding returns on investment, in lieu of the 
higher risks they take as reward. 
With the great success marked in the field of information technology, 
the time has come for seizing the ample opportunities in several other areas like 
bio-technology, pharmaceuticals and drugs, agriculture, food processing, 
telecommunications, call centers, business process outsourcing (BPO) and 
services. In order to achieve this objective it is necessary to catalyze the vast 
pool of skilled and cost competitive manpower, technology, research institutes, 
and entrepreneurship through proper policy support and financing of risk 
capital. Venture Capital funding is decisive in this context. So it can be very 
surely assessed that in the life cycle of almost every business, in any sector, 
venture capital funds can play a very productive role in solving the problem of 
the pre-initial public offering (IPO) financing'. 
4.2. Objectives and Vision for Venture Capital Funding in India 
Venture Capital fiinding is different from traditional sources of 
financing. Venture capitalists finance innovations and ideas of high growth 
potentials but with inherent uncertainties. So it is considered as a high-risk, 
high return investment. Along with finance, venture capitalists provide 
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networking, management and marketing support as well. To say it in a precise 
manner, venture capital cormotes risk finance as well as managerial support. 
Scientific, technology and knowledge based ideas can form itself a 
powerful engine of economic growth and wealth creation in a sustainable 
manner if it is properly supported by venture capital. Venture Capital has 
played a significant developmental role in economy of various developed and 
developing nations. India is recognized for its globally competitive high 
technology and exuberant man power. India has achieved success particularly 
in software and information technology in spite of inadequate infrastructure, 
expensive hardware, restricted access to foreign resources and limited domestic 
demand, is a pointer to the hidden potential it has in the field of knowledge and 
technology based industry 
In Silicon Valley ,^ verily Indians have proved their potential and have 
carved out a prominent place in terms of wealth creation as well as credibility''. 
A venture capital environment in Silicon Valley and elsewhere in US that 
supports irmovation and invention backed them. It is important to recognize 
that while India is doing well in IT and software; it has a long way to go. 
Though it has the advantage of english-speaking, skilled manpower and cheap 
labour. In the present situation, an individual investor is unknowingly 
becoming a venture capitalist of a sort by financing new enterprises and 
undertaking unknown risk. Investors also get enticed into public offerings of 
unproven at times dubious quality. The venture capital backed successfiil 
enterprises accessing the capital market can avert this situation and protect 
smaller investors. The importance of venture capital is not merely for its 
making risk capital available at the early stages of a project but because of the 
expertise of venture capitalist that leads to superior product development too. 
A flourishing venture capital industry in India will fill the gap between 
the capital requirements of technology and knowledge-based startup enterprises 
and ftmding available from traditional institutional lenders, such as, banks. The 
gap exists because such startups are necessarily based on intangible assets. 
Traditional sources of finance are more comfortable with tangibles but are not 
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sufficient to cater to the needs of those who have potential, and led Indian 
economy to find out innovative source of finance, i.e., venture capital in India. 
4.3. Evolution of Venture Capital Industry in India 
"The beginning of concept of venture capital in India started when in 1964, Industrial 
Development Bank of India (IDBI) launched its Own Capital (excludes loan) of Rs. 500 
million specially for the promotion of high-risk high-growth ventures promoted by first 
generation entrepreneurs"". The development of venture capital in the country got 
little institutional space, under India's highly bureaucratized economy, avowed 
pursuit of socialism, quite conservative social and business worlds, and a risk-
averse financial system. The first formal venture capital organizations started in 
the public sector for the high level of government involvement. From its 
inception Indian venture capital was linked to exogenous actors, public and 
private. In India, one of world's typical economies, there is an intimate link 
with the international economy for both the development of venture capital and 
the information technology industry. 
But the country witnessed first discourse on venture capital in 1973, 
when the government set up a committee to look into strategies for nurturing 
small and medium-sized enterprises^ This brought to light the institutional 
inadequacies for the evolution of venture capital. 
The origins of India's modem venture capital can be traced to the year 
1987-88 when a Technology Development Fund (TDF) was set up through the 
levy of access on all technology import payments^. Technology Development 
Fund was initiated to provide fiscal assistance to irmovative and high-risk 
technological programmes through the Industrial Development Bank of India. 
Later, the government put up procedures for starting venture funding. 
Individual investors and development financial institutions had up to 
that time played the role of venture capitalists due to the absence of an 
organized venture capital industry in the country. The large-scale dependence 
of entrepreneurs then was on private placements, public offerings and lending 
by the financial institutions. Some public sector funds were set-up following 
the formation of the RH Bhat Committee ,^ which highlighted the need to 
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develop venture capital as a source of funding new entrepreneurs and 
technology. However, the activity of venture capital was on slow space as the 
thrust was on high-technology projects funded on a purely financial rather than 
a holistic basis. Later, a World Bank study^ examined the possibility of 
developing venture capital in the private sector, and the Government of India 
formed a policy initiative on its basis and announced guidelines for venture 
capital funds (VCFs) in 1988. However, under these guidelines, the setting up 
of Venture Capital funds was limited to the banks or the financial institutions. 
At the same time, the international trend was in favour of the venture capital 
being set up by professionals, successful entrepreneurs and sophisticated 
investors, who are ready to brave high risk in the expectation of high returns. 
In September 2005, the Government of India issued guidelines for 
foreign venture capital investment in the country. While the Central Board of 
Direct Taxes (CBDT) issued guidelines for tax exemption purposes, the 
Reserve Bank of India (RBI) governs the investments and flow of foreign 
currency into and out of the nation. In addition to this. Security Exchange 
Board of India (hereafter SEBI) under Sec 12 of SEBI Act 1992 framed SEBI 
(Venture Capital Funds) Regulations, 1996, as part of its mandate to develop 
and regulate the Indian securities markets. 
Thus, three sets of Regulations regarding the venture capital activity; 
SEBI (Venture Capital Regulations) 1996, Guidelines for Overseas Venture 
Capital Investments issued by Department of Economic Affairs in the Ministry 
of Finance in the year 1995, and Central Board of Direct Taxes (henceforth 
CBDT) Guidelines for Venture Capital Companies issued in 1995, which were 
later revised in 1999. Therefore, there was a need to consolidate all these into 
one single set of regulations in order to bring in uniformity and hassle-free 
single window clearance. This resulted in setting up of the committee on 
venture capital under the chairmanship of KB Chandrasekhar followed by the 
SEBI guidelines of venture capital in India 2000. Three important phases can 
be seen in the growth of Venture Capital in India on the basis of major 
achievements and regulatory framework of the industry till the date. 
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4.3.1. The First Phase (1986-1995)' 
Indian policy regarding venture capital has to be analyzed under larger 
picture of the government's interest in encouraging economic growth. The 
1980s were marked by an increasing disillusionment with the trajectory of the 
economic system and a belief that liberalization was needed. The government 
started a shift (1984), recognizing failure of the old policy of self-reliance and 
bureaucratic control. Venture capital was part of this larger movement. Before 
1988, the government had no clear policy regarding venture capital; in fact, 
there was no formal venture capital. In 1988, the first official guidelines to 
legalize venture capital operations were issued'°. These were actually aimed at 
allowing state controlled banks to set up venture capital subsidiaries, though it 
was also possible for other investors to create a venture capital firm. However, 
the private sector showed only minimal interest in establishing a venture capital 
firm" 
The government realized the potential of venture capital occurred in 
conjunction with the World Bank's'^ interest in encouraging economic 
liberalization in India. In November 1988, the government announced an 
institutional structure for venture capital,'^ with substantial input from the 
World Bank, which had observed that the focus on lending rather than equity 
investment had led to institutional finance becoming "increasingly inadequate 
for small and new Indian companies focusing on growth". In addition, "the 
capital markets have not been receptive to young growth companies needing 
new capital, making them an unreliable source for growth capital"''' 
One cannot discover the exact series of events. However, some 
measures of the impetus for a more serious consideration of venture capital 
came from the process that resulted in the 1989. The 1989 World Bank report, 
noting that the government's focus until then had been on direct involvement in 
Research and Development (R&D) activities through its own research 
institutes, in technology selection on behalf of industry, and promoting of 
technological self-reliance within Indian industry, approvingly described a new 
trend in government thinking towards shifting decision making with respect to 
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technology choice and R&D to industry and a more open attitude towards the 
import of technology. The World Bank was keen to encourage this shift. The 
World Bank report noted "Bank involvement has already had an impact on the 
plans and strategies of selected research and standards institutes and, with 
support from the IFC, on the institutional structure of venture capital". Making 
the case for supporting the new venture capital guidelines with investments into 
Indian venture capital funds, the World Bank calculated that demand over the 
next 2-3 years would be around US $67-133 million per annum, and it 
proposed providing a total of US $45 million to be divided among four public 
sector financial institutions for the purpose of permitting them to establish 
venture capital operations under November 1988 guidelines issued by the 
Government of India. One of these institutions , Technology Development & 
Information Company of India Ltd. (hereafter TDICI), came in to existence before the 
guidelines. 
In every line of business in which a venture capital firm wished to invest 
had to get the nod of the Controller of Capital Issues of the Ministry of 
Finance'^. It means, the venture capitalists were to be kept on a very short 
leash. Despite these constraints, the World Bank supported the venture capital 
project, noting "the Guidelines reflect a cautious approach designed to 
maximize the likelihood of venture capital financing for technology-innovation 
ventures during the initial period of experimentation and thereby demonstrate 
the viability of venture capital in India. For this reason, during the initial phase, 
the Guidelines focus on promoting venture capital under the leadership of well-
established financial institutions'^." Interestingly, the U.S. experience had 
shown that such highly regulated and bureaucratically controlled venture 
capital operations were the least likely to succeed. Nonetheless, four state-
owned financial institutions set up venture capital subsidiaries under these 
restrictive guidelines and took home a total of $45 million from the World 
Bank. 
The World Bank wanted to ensure a level of professionalism in the four 
new venture capital funds, two of which were established by two well-managed 
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state-level financial organizations (Andhra Pradesh and Gujarat), one by a large 
nationalized bank (Canara Bank) and one by a development finance 
organization (ICICI). The World Bank money was poured on loan to the Indian 
government that would then on-lend it at commercial rates to these institutions 
for 16 years, including a 7-year moratorium on interest and principal 
repayments. The expectation was to invest venture capital funds principally in 
equity or quasi-equity. Some amounts were earmarked to train personnel 
through internships in overseas venture capital funds. 
The economic liberalisation in India has a critical role in the further 
development in Venture Capital industry in the country. (This is the concrete 
theme of the present research study and it will be discussed in detail.) Due to 
liberalisation the government was compelled to establish separate regulatory 
body to regulate the Venture Capital as well as Indian capital market and to 
abolish the controller of capital issue which comes under the direct control of 
ministry of finance. As a resuh SEBI was set up as an apex regulatory body of 
Indian capital market. The Parliament enacted SEBI in 1992, giving it the 
ultimate role in the further regulation of Venture Capital industry in India. 
Furthermore, The SEBI formed the regulatory measures, guidelines of 1996 
and 2000, and further amendments as per the needs. 
The formalization of the Indian Venture Capital community with the 
establishment of the Indian Venture Capital Association (henceforth IVCA), 
then headquartered in Bangalore, was another key step of Venture Capital 
industry in the first phase. The forces behind this were TDICI's Nadkami, who 
became its first chairman, and GVFL's Vishnu Varshney, who later became 
chairman. At the time, there were only nine members, the government-financed 
ones being TDICI, GVFL, the Industrial Development Bank of India's Venture 
Capital division, RCTC, APIDC's Venture Capital division, and Canbank 
Ventures. The private members were Credit Capital Corporation, a joint 
venture with Commonwealth Development Corporation, headed by investment 
banker Udayan Bose, headquartered in Mumbai, Indus Ventures of Mumbai 
(started by T. Thomas, an ex-Unilever board member, and the Mahindra 
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Group), Grindlays (later part of the ANZ banking group, subsequently 
purchased by Standard Chartered Bank), and the British venture firm 3i 
Corporation. Initially, the IVCA met only quarterly, due to their geographical 
dispersion. 
This first phase of the Venture Capital industry in India had seen a lot of 
difficulties and handicaps, such as, regulations regarding which sectors were 
eligible for investment, a deficient legal system, and successive scandals in the 
capital market, economic recession, and the general difficulties in operating in 
the Indian regulatory environment. One can see that such problems were faced 
by other coimtries also. Venture Capital investing is a difficult art. In a number 
of other developing nations International Finance Corporation-sponsored 
venture capital funds failed completely. In an already risky enterprise, 
government interference and limitations almost invariably increase the risks, 
making failure more likely. And yet, from this first phase, there came a 
realization that there were viable investment opportimities in India mainly for 
venture capitalists had received training. 
4.3.2 The Second Phase (1996-2001) 
Though Indian entrepreneurs began their ventures in Silicon Valley in 
the 1980s, their presence became far more visible in the 1990s following the 
economic Liberalization. This attracted attention and encouraged the notion in 
the US that India might have more possible entrepreneurs'^. This resuhed in 
increasing investment in India and the amount of capital under management in 
the country went up after 1995. Moreover, it also indicates that the entrance of 
foreign institutional investors was the source of this increase. This included 
investment arms of foreign banks, but particularly important were venture 
capital funds raised abroad. Very often, NRIs were important investors in these 
fiinds. It is possible to see a dramatic change in the role of foreign investors in 
quantitative terms. Notice also the comparative decrease in the role of the 
muhilateral development agencies and the Indian government's financial 
institutions. The overseas development agencies and the financial institutions 
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of the Indian government, and the overseas private sector investors became a 
dominant force in the Indian Venture Capital industry. 
The participation of the overseas private sector in the Indian Venture 
Capital industry was a path dependent experimental process. In 1993, Bill 
Draper, who had started venture investing in 1959, returned to Silicon Valley 
from a series of positions in the federal government and then the United 
Nations dealing with development. In conjunction with a Stanford second-year 
MBA student, Robin Richards, Draper decided to begin venture investing in a 
developing country. After reviewing a number of countries, he decided that 
India's strength in software and English capabilities made India a suitable 
choice. So, he formed Draper International in 1995 and garnered investments 
from a number of successful Silicon Valley entrepreneurs and Indian investors. 
This is considered to be the first major overseas firm to begin investing in 
India. 
The investments of overseas and truly private domestic venture 
capitalists started only in 1996. Others followed the beginner Draper 
International. In late 1996, the Walden Group's Walden International 
Investment Group (WIIG) started its India-focused Venture Capital operation. 
The first fiind, Walden-Nikko India Venture Co., was a joint venture between 
WIIG and Nikko Capital of Japan, investing in early and late-stage 
companies'*. The SEBI's announcement of the first guidelines for registration 
and investment by Venture Capital firms accelerated this increase in 
investment. Though the effects of these changes were salutary, the 
development of Venture Capital continued to be inhibited, owing to the overall 
cumbersome maimer of the regulatory regime. The inhibition is partly 
expressed in the fact that as of December 1999 nearly 50 percent of the 
offshore pool of fiinds had not been invested. 
There were internal divisions within the Indian Venture Capital industry. 
In 1999, approximately 80 percent of the total Venture Capital investments 
were originated from overseas firms'^. These foreign firms registered in 
Mauritius as a strategy to escape the burdensome regulations and taxes 
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imposed by the Indian government - a mechanism that foreign securities firms 
seeking to invest in India had pioneered. Since the Mauritius registry allow e^d 
tax pass-through, they did not have other issues, like finding fiands, and hence 
had less incentive to join IVCA or actively lobby the Indian government. Thus 
IVCA was a vehicle for Indian Venture Capital funds seeking to win over a 
level playing field with the foreign funds. 
In the past, differences within IVCA surfaced some times, with the 
overseas fimds demanding more regulation from the Foreign Investment 
Promotion Board (FIPB), which has a liberal record, and less from the Ministry 
of Finance, which has a contradictory record. The domestic funds argued for a 
single regulator, and the formation of SEBI was a victory for them in the 
debate. However, an increasing number of Indian firms were able to list on the 
NASDAQ and on the Indian stock market despite these difficulties. 
4.3.3 Third Phase (2001 Onwards) 
At the end of 1990s, the government realized the potential benefits of a 
healthy Venture Capital sector, and the final year of the millennium witnessed 
promulgation of a number of new regulations. Most significant of these was 
related to liberalizing the regulations regarding the ability of various financial 
institutions to invest in Venture Capital. In April 1999, the government allowed 
banks to invest up to 5 percent of their new funds annually in Venture Capital. 
This meant that there is little internally generated capital available for venture 
investing as banks control on share of discretionary financial savings in the 
country. 
The third phase of Venture Capital is the regime of three committees. 
The reports of all the three key committees were implemented only after 2000. 
They are; the committee of Shri Nitin Desai, Former Finance Secretary, 
government and Under Secretary General UN, set up by plarming commission 
2006, Dr. Ashok, Lahiri Advisory Committee on Venture Capital 2003, set up 
by SEBI, K.B. Chandrasekhar Committee, (2000), 
Three government bodies regulated domestic Venture Capitalists early 
in 2000. They were the Securities and Exchange Board of India (SEBI), the 
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Ministry of Finance, and the CBDT. The Foreign Investment Promotion Board 
(FIPB) was required to approve every investment for foreign Venture Capital 
firms, while the Reserve Bank of India (RBI) had to approve every exit. The 
stated aim of the Indian regulatory regime is to be neutral with regard to the 
risk profile of investment recipients. In India only six industries were approved 
for investment: software, information technology, pharmaceuticals, 
biotechnology, agriculture and allied industries. Statutory guidelines also 
limited investments in individual firms based on the firm's and the fund's 
capital. A channeling of Venture Capital investment towards late-stage 
financing has been the result of these various regulations. 
The Venture Capital regulations continued to be cumbersome and at 
times contradictory. Income tax rules stipulated that Venture Capital fimds may 
invest only up to 40 percent of the paid-up capital of a recipient firm, and also 
not beyond 25 percent of their own funds. Similar restrictions were given by 
the Government of India guidelines as well. Finally, the SEBI regulations did 
not have any sectoral investment restrictions except to prohibit investment in 
financial services firms. As a result of these various restrictions, multiple 
government agencies saw micromanagement of investment, which complicated 
the activities of the Venture Capital firms without either increasing 
effectiveness or reducing risk to any appreciable extent. 
India's corporate, tax, and currency laws were also having hurdles to the 
development of Venture Capital. The corporate law was not provided for 
limited partnerships, limited liability partnerships, or limited liability 
corporations (LP, LLP, and LLC, respectively) now LLP is allowed in India 
but the law is not clear Moreover, corporate law allowed equity investors to 
receive payment only in the form of dividends (i.e., no in-kind or capital 
distributions are allowed). Disclosure requirements were, however, consistent 
with best international practice. In the absence of seasoned institutional 
investors, advanced-country standards of investor protection that would 
normally be imposed by such investors have not developed. Further, there was 
no self-regulatory group. 
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OECD report^ ° identified Venture Capital as a critical component for the 
success of entrepreneurial high-technology firms and recommended that all 
nations consider strategies for encouraging the availability of Venture Capital. 
With such admiration and encouragement from prestigious international 
organizations have come various attempts to create an indigenous Venture 
Capital industry. 
4.4. Indian Venture Capital Association (FVCA)^ ' 
Indian Venture Capital Association (IVCA) is an organizational 
structure of the Venture Capital companies and funds. It was formed to co-
ordinate the activities of Venture Capital financing in the country, and it is the 
nodal center for all ventures activity in India. The IVCA was set up in 1992 and 
it has built up an impressive database over the last few years. It is apex 
association of Venture Capital funds in the country, with a mission, to facilitate 
growth of Venture Capital and Private Equity activities in India. The office of 
IVCA is based in New Delhi as Delhi is the seat of the government and a lot of 
regulatory issues are being taken up actively by IVCA. Today IVCA aims at 
creating a suitable environment for Venture Capital in India and is working 
towards achieving its goal. 
The important aims and objectives of IVCA include encouraging and 
assisting creation of more Venture Capital and Private Equity Funds in the 
country and to work out a sense of co-operation among the Venture Capitalists 
and Private Equity investors. It is also engaged in the collection, processing and 
dissemination of information and knowledge about the development of Venture 
Capital and Private Equity activities in India with the Government agencies, 
professional bodies and use of interfacing the information with other related 
agencies both at national and international levels. 
rVCA is making bids to spread awareness about Venture Capital and 
Private Equity expectations and entrepreneurs' expectation in order to facilitate 
deep understanding with various interested group and to formulate code of 
conduct for co-investing by Venture Capital and Private Equity funds. It also 
tries to form, control and guide various institutions that might be needed for 
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this end and to hold meetings for reading and discussing technical papers and 
other works of literature, science and arts and any other activities necessary, 
suitable and proper for the fulfillment of these objectives. 
rVCA wants creation of a cordial environment in India for 
entrepreneurship to flourish and for global Private equity and Venture Capital 
to flow to India. It would like to support the creation of a large pool of 
domestic Venture Capital and encourage the emergence of angel investors and 
Venture Capital firms to assist Indian companies to go global. FVCA welcomes 
members, venture funds and intermediaries that are incorporated, registered or 
operating in India. Membership is limited to the Corporate and Affiliate 
member categories. Corporate members are entitled to hold office bearer 
positions and be part of the Executive Council, as well as vote at Association 
meetings. 
With growing Venture Capital activity in India and with the joining of 
advisory companies, membership in IVCA is poised for major growth. The 
membership profile covers state-held funds, private funds, and international 
funds with a presence in India and a few intermediaries. Most of the leading 
funds in the covintry are members of IVCA. FVCA has representatives on 
various Govenmient of India committees including Ministry of Information 
Technology, the Securities and Exchange Board of India (SEBI), and the 
committees on Venture Capital within other associations, such as, NASSCOM, 
CII and FICCI. IVCA's objective is to work closely with the Government to 
help create a framework of policies that are conducive to the growth of 
entrepreneurship and Venture Capital in India. In India majority of state 
govenmients have already set up Venture Capital funds for the IT sector in 
partnership with local state financial institutions and SIDBI. But IVCA 
coordinates all the state and central Venture Capital companies and funds 
according to the norms and regulations of government of India. 
4.5. Legal Environment of Venture Capital in India 
The government of India set up three committees on legal aspects of 
Venture Capital. Theses three important initiatives by the government are (1) 
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the committee of Shri Nitin Desai, Former Finance Secretary and Under 
Secretary General UN, set up by planning commission 2006, (2) the Dr. Ashok, 
Lahiri Advisory Committee on Venture Capital 2003, set up by SEBI, and (3) 
K.B. Chandrasekhar Committee, (2000). 
The K.B. Chandrasekhar Committee (2000) report on Venture Capital in 
India , reveals that capital industry in the country is still at a nascent stage. In 
order to promote innovation, enterprise and conversion of scientific technology 
and knowledge-based ideas into commercial production, the report suggested 
that it was very important to promote Venture Capital activity in India. India's 
recent success story in the area of information technology has shown that there 
is a tremendous potential for growth of knowledge-based industries. This 
potential is not only confined to IT sector, but is equally applicable in a most of 
areas, such as, bio-technology, pharmaceuticals and drugs, agriculture, food 
processing, telecommunications, services, . India can achieve rapid economic 
growth and competitive global strength in a sustainable manner because it has 
an inherent strength in terms of its skilled and cost competitive manpower, 
technology, research and entrepreneur ship, with proper environment and policy 
support. A flourishing Venture Capital industry can bridge the hole between the 
capital requirements of technology and knowledge based startup enterprises on 
the one hand and funding available fi"om traditional institutional lenders, such 
as, banks on the other hand. 
The committee began its report with a consideration of Venture 
Capital's wide role in encompassing not just information technology, but all 
high-growth technology and knowledge-based enterprises, and it made 
recommendations that will help facilitate the growth of a vibrant Venture 
Capital industry in India. The report examines (1) the vision for Venture 
Capital (2) strategies for its growth and (3) how to bridge the gap between 
traditional means of finance and the capital needs of high growth startups. 
Taking note of the recommendations of the SEBI Committee on venture 
capital and the Budget armouncements, the Board of SEBI in its meeting held 
on September 14, 2000 endorsed the SEBI (Venture Capital Funds) 
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(Amendment) Regulations, 2000 and also the SEBI (Foreign Venture Capital 
Investors) Regulations, 2000 which are mostly not yet amended. 
The Dr. Ashok, Lahiri Advisory Committee on Venture Capital 2003, 
(SEBI) presented its report for public comments in order to help SEBI consider 
amendments in policy matters regarding Venture Capital. It also facilitated the 
further development of vibrant Venture Capital industry in India. The 
objectives behind formation of the committee include: to advise SEBI on issues 
related to development of Venture Capital Fund industry, and on matters 
relating to regulation of Venture Capital Funds and Foreign Venture Capital 
Investors, and on measures required to be taken for changes in legal framework 
or amendments. 
The key conclusions of the committee report include three broad sets of 
issues related to operation, tax and foreign exchange. It studies the ample 
diversity in the registration requirement and regulatory regime for Venture 
Capital industry across the world. One important finding, however, was that 
registration is mandatory for eligibility to receive certain 'benefits'. In some 
countries, as in India, if a firm is not registered with the regulator, though it 
may carry on Venture Capital activity, it loses certain benefits. In India, there is 
a need to encourage entrepreneurship. Venture Capital Funds (VCFs) and 
Foreign Venture Capital Institutions (FVCIs) not only provide funds but also 
promote entrepreneurship, creating new jobs and stimulating economic growth. 
Further, it helps in creating good corporate governance standards and leads to 
good quality IPOs. The committee, after evaluating the international experience 
and the domestic track record of VCF in the recent years past, deliberated on 
the possible ways to reform the regulatory regime in order to promote a vibrant 
Venture Capital Funds (VCF) industry. 
The Planning Commission Report (2006) of the committee on 
Technology Innovation and Venture Capital discusses the perception of 
peoples in India on innovation and capital markets. Venture capital in India, 
Proposals for action. The committee was a follow up of the Chandrasekhar 
committee, 2000, and Ashok Lahiri committee 2003 chaired by Shri Nitin 
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Desai, Former Finance Secretary, Government Of India and Under Secretary 
General, United Nations (UN). On the basis of objectives , such as, to examine 
innovation and technological dynamism in both the modem and traditional 
sectors, examine the relationship between research, entrepreneurship and 
financial markets, examine the policy environment for Venture Capital , 
suggested policy changes to encourage the flow of Venture Capital for 
facilitating start-ups and new ventures. The report also details on the history of 
Indian Venture Capital trends and elaborate the past performance of Indian 
venture industries and future perspectives. 
4.5.1. Regulatory and Legal Framework for Venture Capital Companies 
and Funds in India 
It is essential to know how the investor understands India and the Indian 
legal system in order to get a clear understanding of the manner in which 
venture capitalists usually like to structure their transactions in India. India, 
with over a billion people, has found a major asset in its large-scale and ever-
growing English speaking human capital. In addition to this, the country 
inherited its legal system from the British, and like most commonwealth 
countries, India still follows the English Common Law system in issues related 
to Venture Capital 
Most laws governing Venture Capital investment are Federal laws and 
the Foreign Investment Promotion Board, the Reserve Bank of India ('RBI') 
and the Securities and Exchange Board of India (the 'SEBI') are the relevant 
authorities or regulators. There were three sets of Regulations to deal with 
venture capital activity. They are; SEBI (Venture Capital Regulations) 1996, 
Guidelines for Overseas Venture Capital Investments issued by Department of 
Economic Affairs in the Ministry of Finance in the year 1995, and CBDT 
Guidelines for Venture Capital Companies issued in 1995, which were later 
modified in 1999. This necessitated consolidation of all these three into one 
single set of regulations that would bring uniformity and hassle-free single 
window clearance. 
Later, the Government withdrew Guidelines for Overseas Venture 
Capital Investment in India in September 2000 based on recommendations of 
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the K.B. Chandrasekhar Committee, and appointed SEBI as the nodal regulator 
for Venture Capital Funds (VCFs) to provide a uniform, hassle-free, single 
window regulatory framework. Security Exchange Board of India (SEBI) also 
announced regulations for foreign venture capital investors. This mandated 
Foreign Venture Capital Investors (FVCIs) to be registered with SEBI on the 
pattern of foreign institutional investors (FIIs). These sets of guidelines 
institutionalized and regulated the concept of Venture Capital funding. This 
funding requires different skills in assessing the proposal and monitoring the 
progress of the fledging enterprise. The move liberated the industry from a 
number of bureaucratic impediments and paved the way for the entry of a host 
of foreign funds into India. Escalated competition facilitated greater access to 
capital and professional business practices from the most mature markets. 
Currently, India is having a number of operational funds involved in 
financing start-up ventures, though most of them are not true venture funds, as 
they do not fund start-ups. Instead, they provide mezzanine or bridge funding, 
which is better known as private equity players. However, there is a strong 
sense of optimism. The stage seems all set for an overdrive with the Indian 
knowledge industry finally displaying signs of full preparation to compete in 
global arena, and with an awareness of venture capitalists among entrepreneurs 
higher than ever before. In the wake of these three committees SEBI made 
alternative amendments in its guidelines from time to time. 
4.6 SEBI Guidelines for Domestic Venture Capital Investors up to 2007 
According to SEBI^ '* documents the guidelines for domestic and foreign 
venture capitalists are clearly mentioned separately and total guidelines for 
domestic venture capital funds are discussed below. 
1. Definition of Venture Capital Fund: The Venture Capital Fund is now 
defined as a fund established in the form of a trust, or a company 
including a body corporate and registered with SEBI which: as a 
dedicated pool of capital; 
a. Raised in the manner specified under the Regulations; and to 
invest in Venture Capital Undertakings in accordance with the 
Regulations. 
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2. Definition of Venture Capital Undertaking: venture capital undertaking 
means a domestic company: -
a. Whose shares are not Hsted on a recognized stock exchange in 
India 
b. Which is engaged in business including providing services, 
production or manufacture of articles or things, but does not 
include such activities or sectors which are specified in the 
negative list by the Board with the approval of the Central 
Government by notification in the Official Gazette in this behalf? 
The negative list includes real estate, non-banking financial 
services, gold financing, activities not permitted under the 
Industrial Policy of the Government of India. 
3. Minimum Contribution and Fund Size: The minimum investment in a 
Venture Capital Fund from any investor shall not be less than Rs. 5 
lakhs and the minimum firm commitment of the fiind before the fund 
can start activities shall be at least Rs. 5 crores 
4. Investment Criteria: The earlier investment criteria have been substituted 
by new investment criteria which has the following requirements: 
• Disclosure of investment strategy; 
• Maximum investment in single Venture Capital undertaking not 
to exceed 25 percent of the corpus of the fund; 
• Investment in the associated companies not permitted; 
• At least 66.6 percent of the investible funds to be invested in 
unlisted equity shares or equity linked instruments. 
• Not more than 33.3 percent of the investible funds may be 
invested by way of 
• Subscription to initial public offer of a Venture Capital 
undertaking whose shares are proposed to be listed subject to 
lock-in period of one year; 
• Debt or debt instrument of a Venture Capital undertaking in 
which the Venture Capital fund has already made an investment 
by way of equity. 
5. Disclosure and Information to Investors: In order to simplify and expedite 
the process of fund raising, the requirement of filing the Placement 
memorandum with SEBI is dispensed with and instead the fund will be 
required to submit a copy of Placement Memorandum/ copy of 
contribution agreement entered with the investors along with the details 
of the fund raised for information to SEBI. Further, the contents of the 
Placement Memorandum are strengthened to provide adequate 
disclosure and information to investors. The SEBI will also prescribe 
suitable reporting requirements for the funds on their investment 
activity. 
6. Hassle Free Entry and Exit: The foreign Venture Capital investors 
proposing to make Venture Capital investment under the Regulations 
would be granted registration by the SEBI. SEBI registered Foreign 
Venture Capital Investors shall be permitted to make investment on an 
automatic route within the overall sectoral ceiling of foreign investment 
under Annexure III of Statement of Industrial Policy without any 
approval from FIPB. Further, SEBI registered FVCIs shall be granted a 
general permission from the exchange control angle for inflow and 
outflow of funds and no prior approval of RBI would be required for 
pricing. However, there would be ex-post reporting requirement for the 
amount transacted. 
4.6.1. Application for Grant of Certificate 
Any company or trust or body corporate proposing to carry on any 
activity as a Venture Capital fund must apply to SEBI for grant of a certificate 
of carrying out Venture Capital activity in India. An application for grant of 
certificate must be made in Form A and must be accompanied by a non-
refundable application fee of Rs 25,000/- payable by bank draft in favor of the 
Securities and Exchange Board of India at Mumbai. Registration fee for grant 
of certificate is Rs 500,000. 
4.6.2. Eligibility Criteria 
For the purpose of grant of certificate by SEBI, the following conditions 
must be satisfied: -
A. If the application is made by a company 
i. The main object of the company as per its Memorandum of 
Association must be the carrying on of the activity of Venture 
Capital fund. 
ii. Its Memorandum prohibits it and Articles of Association from 
making an invitation to the public subscribe to its securities. 
iii. None of its directors or its principal officer or employee is 
involved in any litigation concerned with the securities market that 
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may have an adverse bearing on the business of the applicant. The 
directors or the principal officer or employee must not have been 
at anytime convicted for an offense involving moral turpitude or 
any economic offense and is a fit and proper person to act as 
director or principal officer or employee of the company 
iv. It is a fit and proper person. 
B. If the Application Is Made By a Trust 
i. The instrument of trust (Trust Deed) is in the form of a deed and 
has been duly registered under the provisions of the Indian 
Registrafion Act, 1908. 
ii. The main object of the trust is to carry on the activity of a Venture 
Capital fund 
iii. None of its trustees or directors of the trustee company, if any, is 
involved in any litigation connected with the securities market that 
may have an adverse bearing in the business of the Venture 
Capital fund. 
iv. The directors of its trustee company or the trustees have not at 
anytime being convicted of an offense involving moral turpitude 
or any economic offense. 
V. The applicant is a fit and proper person 
C. If the Application Is Made By a Body Corporate 
i. It is set up or established under the laws of the Central or State 
Legislature. 
ii. The applicant is permitted to carry on the activities of a Venture 
Capital fund. 
iii. The applicant is a fit and proper person. 
iv. The directors or the trustees, as the case may be, of such body 
corporate have not been convicted of any offence involving moral 
turpitude or of any economic offense. 
v. The directors or the trustees, as the case may be, of such body 
corporate, if any, is not involved in any litigation connected with 
the securities market which may have an adverse bearing on the 
business of the applicant. 
4.6.3. Procedure for Grant of Certificate 
If SEBI is satisfied that the applicant is eligible for grant of certificate, it 
shall send intimation to the applicant of its eligibility. On receipt of intimation, 
the applicant must pay to SEBI, registration fee of Rs 500,000 and on the 
receipt of such fees; SEBI shall grant a certificate of registration in Form B 
4.6.4. Conditions for the Grant of Certificate 
a. The Venture Capital fund shall abide by the provisions of the SEBI 
Act and these regulations. 
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b. The Venture Capital fund shall not carry on any other activity other 
than that of a Venture Capital fund. 
c. The Venture Capital fund shall inform SEBI in writing of any 
information or details previously submitted to SEBI that have 
changed after grant of the certificate. 
d. If the information or details submitted are found to be false or are 
misleading in any particular manner, suitable penal action can be 
taken 
4.6.5. Raising Finance 
A Venture Capital fund may raise money from any source, whether 
Indian, foreign or non-resident Indian by way of issue of units. No Venture 
Capital fund shall accept any investment from any investor less than Rs 
500,000. However this condition is not applicable to: -
a. Employees or the principal officer or directors of the Venture Capital 
fund, or directors of the trustee company or trustees where the 
Venture Capital fund has been established as a trust 
b. The employees of the fund manager or asset management company 
c. Each scheme launched or fund set up by a Venture Capital fund shall 
have firm commitment from the investors for contribution of an 
amount of at least Rupees five crores before the start of operations 
by the Venture Capital fund. 
4.6.6. Investments Conditions and Restrictions 
All investment made or to be made by a Venture Capital fund shall be 
subject to the following conditions, namely: -
• Venture Capital fund shall disclose the investment strategy at the 
time of application for registration; 
• Venture Capital fund shall not invest more than 25 percent corpus 
of the fund in one Venture Capital undertaking; 
• Shall not invest in the associated companies; and 
• Venture Capital fund shall make investment as enumerated below: -
o At least 66.67 percent of the investible funds shall be 
invested in unlisted equity shares or equity linked 
instruments of Venture Capital undertaking. 
o Not more than 33.33 percent of the investible funds may 
be invested by way of: 
a. Subscription to initial public offer of a Venture Capital undertaking 
whose shares are proposed to be listed; 
b. Debt or debt instrument of a Venture Capital undertaking in which 
the Venture Capital fund has already made an investment by way of 
equity 
c. Preferential allotment of equity shares of a listed company subject to 
lock in period of one year. 
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d. The equity shares or equity Hnked instruments of a financially weak 
company or a sick industrial company whose shares are listed. 
4.6.7. Hassle Free Entry and Exit: 
The foreign Venture Capital investors proposing to make Venture 
Capital investment under the Regulations would be granted registration by the 
SEBI. SEBI registered Foreign Venture Capital Investors shall be permitted to 
make investment on an automatic route within the overall sectoral ceiling of 
foreign investment under Armexure III of Statement of Industrial Policy 
without any approval from FIPB. Further, SEBI registered FVCIs shall be 
granted a general permission from the exchange control angle for inflow and 
outflow of funds and no prior approval of RBI would be required for pricing. 
However, there would be ex-post reporting requirement for the amount 
transacted. 
4.6.8. Prohibition on Listing 
No Venture Capital fund shall be entitled to get its securities or units 
listed on any recognized stock exchange up to the expiry of three years from 
the date of issue of securities or units by the Venture Capital fund. 
4.6.9 General Obligations and Responsibilities 
No Venture Capital fund shall issue any documents or advertisement 
inviting offers from the public for the subscription of the purchase of any of its 
securities or units. 
4.6.10. Private Placement 
A Venture Capital fund may raise money only through private 
placement of its securities or units. The Venture Capital fund before issuing 
any securities or units must file with SEBI a placement memorandum. 
4.6.11.Placement Memorandum or Subscription Agreement 
The Venture Capital fund must: -
a. Issue a placement memorandum which shall contain details of the 
terms and conditions subject to which monies are proposed to be 
raised from investors; or 
b. Enter into contribution or subscription agreement with the investors, 
which shall specify the terms and conditions subject to which monies 
proposed to be raised. 
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The Venture Capital Fund must file with the Board for information, the 
copy of the placement memorandum or the copy of the contribution or 
subscription agreement entered with the investors along with a report of money 
actually collected from the investor. The placement memorandum and /or 
subscription agreement must give the following details: 
a. Details of the trustee or the trustee company and the directors or chief 
executives of the Venture Capital fimd. 
b. The proposed corpus of the fund and the minimum amount to be raised for 
the fund to be operational. 
c. The minimum amount to be raised for each scheme and the provision for 
refund of monies to investor in the event of non receipt of minimum amount 
d. Details of entitlements units of Venture Capital fund for which subscription 
is being sought 
e. Tax implications that are likely to apply to the investors. 
f Manner of subscription to the units or securities of the Venture Capital 
Fund 
g. Period ofmaturity of the Fund, 
h. Maimer in which the fund is to be wound up. 
i. Manner in which the benefits accruing to the investors in the units of the 
trust are to be distributed, 
j . Details of the fund manager or asset management company if any, and the 
fees to be paid to such manager 
k. The details about performance of the fund, if any, managed by the Fund 
Manager 
1. Investment strategy of the fund, 
m. Any other information specified by the Board. 
4.6.12. Maintenance of Books and Records 
Every Venture Capital fund must maintain for a period of 8 years books 
of accounts, records and documents that must give a true and fair picture of 
state of affairs of the Venture Capital fund. 
4.6.13. Power to Call for Information 
The Security Exchange Board of India may at anytime call for any 
information from the Venture Capital fund in respect to any matter relating to 
its activity as a Venture Capital fund. Such information must be submitted 
within the time specified by days to Security Exchange Board of India (SEBI). 
4.6.14. Submission of the Report to Security Exchange Board of India 
(SEBI) 
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The inspecting or investigating officer shall as soon as possible on 
completion of the inspection submit his inspection or investigation report to 
SEBI. He may also submit an interim report if so required. SEBI shall after 
consideration of inspection or investigation report or the interim report 
communicate the finding of the inspecting officer to the Venture Capital ftind 
and give it an opportunity to make a representation. On receipt of the reply, if 
any, from the Venture Capital fund, SEBI may call upon the Venture Capital 
fund to take such measures as the board may befit in the interest of the 
securities market or for due compliance with the provisions of the SEBI Act. 
The Board may after consideration of the investigation or inspection 
report and after giving reasonable opportunity of hearing to the Venture Capital 
fiind or its trustees, directors issue such direction as it deems fit in the interest 
of securities market or the investors including directors in the nature of:-
a. Requiring a Venture Capital fund not to launch new schemes or 
raise money from investors for a particular period; 
b. Prohibiting the person concerned from disposing of any of the 
properties of the fiind or scheme acquired in violation of these 
regulations; 
c. Requiring the person connected to dispose of the assets of the fund 
or scheme in a manner as may be specified in the directions; 
d. Requiring the person concerned to refund any money or the assets to 
the concerned investors along with the requisite interest or otherwise, 
collected under the scheme; 
e. Prohibiting the person concerned from operating in the capital 
market or from accessing the capital market for a specified period. 
4.7. Procedure for Action in Case of Default 
The SEBI^ ^ the regulatory authority of the domestic and foreign venture 
capitalists in India can go for the actions against the registered members in case of 
default. 
4.7.1. Suspension of Certificate 
The SEBI may suspend, without prejudice to issue of directions or 
measure as above, the certificate granted to a venture capital fund if the venture 
capital fimd contravenes any of the provisions of the SEBI Act or of the 
regulations made there under or fails to flimish any information relating to its 
activity as a venture capital fund as required by SEBI or fiimishes to SEBI false 
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or misleading information or does not submit periodical returns or reports as 
required by SEBI or does not co-operate with any enquiry inspection or 
investigation conducted by SEBI or fails to redress the complaints of investors 
or fails to give a satisfactory reply to SEBI in this behalf 
4.7.2. Cancellation of Certificate 
The SEBI may cancel the certificate granted to a venture capital fund 
where the venture capital fund is guilty of fraud or as been convicted of an 
offence involving moral turpitude or where the venture capital fund has been 
guilty of repeated default under these regulations. No order of suspension or 
cancellation shall be made by except after holding an enquiry in accordance 
with the following procedure :-
For the purpose of holding an enquiry, SEBI may appoint one or more 
enquiry officers. The enquiry officer shall issue to venture capital fund at its 
registered office or principal place of business a notice stating the grounds on 
which the action is proposed to be taken and show cause why such action need 
not be taken within a period of 14 days from the date of receipt of notice. 
The venture capital fund may within 14 days from the date of receipt of 
such notice, furnish to the enquiry officer its reply and make its representation 
before him. A venture capital fund may appear through any person duly 
authorized by it. The enquiry officer shall after taking into account all relevant 
facts and circumstances, submit a report to SEBI and recommend penal action, 
if any, to be taken against the venture capital fund as also the grounds on which 
such action is justified. 
On receipt of the report from the enquiry officer, SEBI shall consider the 
same and may issue to the venture capital fund a show cause notice as to why 
such penal action as proposed by the enquiry officer or such appropriate action 
should not be taken against it. The venture capital fund, within 14 days from 
the date of receipt of such show cause notice, sends a reply to SEBI. After 
considering the reply, if any, of the venture capital fund, SEBI shall pass such 
an order as it deems fit. 
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On and from the date of suspension of certificate, the venture capital 
flind shall cease to canyon any activity as a venture capital fund during the 
period of suspension and shall be subject to such directions of SEBI with 
regards to any records, documents, securities as may be in its custody or 
control relating into its activity as a venture capital fund as SEBI specifies. On 
and from the date of cancellation of a certificate, the venture capital fund, with 
immediate effect, shall cease to carry on any activity of the venture capital fund 
and shall be subject to such direction of SEBI with regard to transfer of 
records, documents and securities that may be in its custody or control relating 
to the activities of the venture capital fund as SEBI may specify. The order of 
suspension or cancellation of certificate may be published by SEBI in at least 
two newspapers. 
4.7.3. Action Against Intermediaries 
The Board may initiate action for suspension or cancellation of 
registration of an intermediary holding a certificate of registration who fails to 
exercise due diligence in the performance of its functions or fails to comply 
with its obligations under these regulations. However, no such certificate of 
registration shall be suspended or cancelled unless the procedure specified in 
the regulations applicable to such intermediary is complied with. 
4.7.4. Appeal to the Central Government 
Any person aggrieved by an order of the Board under these regulations 
may prefer an appeal to the Securities Appellate Tribunal. 
4.7.5. Winding -up 
A scheme of venture capital fund setup as a trust shall be wound up: 
i. When the period of the scheme as mentioned in the placement 
memorandum is over; or 
ii. If, in the opinion of the trustees or the trustee company, it is in the 
interest of the investors that be wound-up ; or 
iii. If 75 percent of the investors in the scheme pass a resolution at a 
meeting of unit holders of the scheme that the scheme be wound up; 
or 
iv. If SEBI so directs, in the interest of investors. The venture capital 
fund setup as a company shall be wound up according to provision 
of the Companies Act, 1956. 
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A venture capital fund set up as a body corporate shall be wound up in 
accordance with the provisions of the statute under which it is constituted. The 
trustees or trustee company of the venture capital fund set up as a trust or the 
Board of Directors in the case of the venture capital fund is set up as a 
company shall intimate the Board and investors of the circumstances that leads 
to the winding up of the Fund or Scheme. 
4.7.6. Effect of Winding up 
1. On and from the date of intimation of the winding up, no further 
investments shall be made on behalf of the scheme to be wound up. 
2. Within three months from the date of intimation, the assets of the 
scheme shall be liquidated and the proceeds accruing to the 
investors in the scheme distributed to them after satisfying all 
liabilities. 
Notwithstanding anything contained in sub-regulation (2) and subject to 
the conditions, if any, contained in the placement memorandum or contribution 
agreement or subscription agreement, as the case may be, in-specie distribution 
of assets of the scheme, shall be made by the venture capital fiind at any time, 
including on winding up of the scheme, as per the preference of investors, after 
obtaining approval of at least 75 percent of the investors of the scheme. 
Venture capital fiinds, which desire to claim exemption from income tax, are 
required to follow rules given hereunder: 
• Registration with SEBI 
• Claiming Income tax exemption in respect of dividend and capital gains 
income. 
• Not more than 40 percent of equity in a venture 
• 66.6 percent of monies raised for investment are required to be invested in 
equity shares of domestic companies whose shares are not listed on 
recognised stock exchange 
• Shares of investee companies are required to be held for a period of at least 
3 years. However, these shares can be sold either if they are listed on 
recognised stock exchange in India 
4.8. Regulatory Framework for Foreign Venture Capital Investors 
An FVCI (or Foreign Venture Capital Investor) is an investor 
incorporated or established outside India which proposes to make investments 
either in domestic Venture Capital Funds ('VCFs') or Venture Capital 
Undertakings ('VCUs') in India (defined to mean a domestic unlisted Indian 
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Company) and which is registered under the Foreign Venture Capital Investor 
Regulations, 2000 ('FVCI Regulations'). Though the Foreign Direct 
Investment Scheme (the 'FDI Scheme') allows foreign private equity players 
and offshore VCFs to invest in India directly, the SEBI offers certain benefits 
to investors registering themselves under the Foreign Venture Capital 
Institutions (FVCI) Regulations while considering an Foreign Venture Capital 
Institutions (FVCI) application, does review the applicant's track record and 
host of other factors like its professional competence, financial soundness, 
experience, general reputation, whether the applicant is regulated by an 
appropriate foreign regulatory authority or is an income tax payer. After this, 
the SEBI forwards the application to the Reserve Bank of India (RBI), which 
then grants its approval. 
Though there are certain rules restricting the Foreign Venture Capital 
Institutions (FVCI) in using its fiinds, it has the option of pouring all of its 
fiinds to invest in a domestic Venture Capital Funds (VCF), which can in turn 
invest up to two-thirds of its funds in unlisted companies. While the Foreign 
Direct Investment (FDI) Scheme does not apply to Foreign Venture Capital 
Institutions (FVCIs), an investment by an Foreign Venture Capital Institution 
(FVCI) in a listed company or in a Special Purpose Vehicle (an 'SPV') that 
does not come under the definition of a Venture Capital Undertakings (VCU) 
or a Venture Capital Fund (VCF) would qualify as an investment under the 
Foreign Direct Investment (FDI) Scheme, which would be subject to the 
sectoral caps and other limitations on investment that apply under the FDI 
Scheme for investments, unless special permission is obtained from the 
Reserve Bank of India (RBI) for investing beyond the sectoral caps or waiving 
any of the other limitations under the Foreign Direct Investment (FDI) I 
Scheme. Thus, Securities and Exchange Board of India (SEBI) Regulations 
govern overseas Venture Funds in setting their establishments in India for 
doing Venture Capital Business. 
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4.8.1. Registration of Foreign Venture Capital Investors 
According to SEBI^ * documents the related guidelines for foreign 
venture capital funds are discussed below. In order to seek registration under 
these regulations, the applicant must submit its application to the Board in 
Form A along with the prescribed application fee (as specified in Part A of the 
Second Schedule to be paid in the manner specified in Part B thereof). 
4.8.2. Eligibility Criteria 
The Board shall consider the following conditions for eligibility before 
granting a certificate to an applicant as a Foreign Venture Capital Investor: -
The applicants track record, professional competence, financial soundness, 
experience, general reputation of fairness and integrity. 
Whether the applicant has been granted necessary approval by the Reserve 
Bank of India for making investments in India; 
Whether the applicant is an investment company, investment trust, 
investment partnership, pension fund, mutual fund, endowment fund, 
university fund, charitable institution or any other entity incorporated 
outside India; or 
Whether the applicant is an asset management company, investment 
manager or investment management company or any other investment 
vehicle incorporated outside India; 
Whether the applicant is authorized to invest in venture capital fund or carry 
on activity as a foreign venture capital investors 
Whether the applicant is regulated by an appropriate foreign regulatory 
authority or is an income tax payer; or submits a certificate from its banker 
of its or its promoter's track record where the applicant is neither a regulated 
entity nor an income tax payer. 
The Board has not refused the applicant a certificate. 
Whether the applicant is a fit and proper person. 
.8.3. Procedure for Grant of Certificate 
If the Board is satisfied that the applicant is eligible for the grant of 
certificate, it shall send intimation to the applicant. 
On receipt of intimation, the applicant shall pay to the Board; the 
registration fee specified in Part A of the Second Schedule in the manner 
specified in Part B thereof 
The Board shall on receipt of the registration fee grant a certificate of 
registration in Form B. 
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4.8.4. Conditions of Certificate 
The certificate granted to the foreign venture capital investor shall be 
inter-alias, subject to the following conditions, namely: -
• It shall abide by the provisions of the Act, and these regulations; 
• It shall appoint a domestic custodian for purpose of custody of securities; 
• It shall enter into arrangement with a designated bank for the purpose of 
operating a special non-resident rupee or foreign currency account. 
• It shall forthwith inform the Board in writing if any information or 
particulars previously submitted to the Board are found to be false or 
misleading in any material particular or if there is any change in the 
information already submitted. 
4.8.5. Investment Criteria 
All investments to be made by foreign venture capital investors shall be 
subject to the following conditions: 
• It shall disclose to the Board its investment strategy. 
• It can invest its total funds committed in one venture capital fund 
• It shall make investments in the Venture Capital Undertaking as enumerated 
below: 
a. At least 66.67 percent of the investible funds shall be invested in 
unlisted equity shares or equity linked instruments of Venture Capital 
Undertaking. 
b. Not more than 33.33 percent of the investible funds may be invested by 
way of: 
• Subscription to initial public offer of a venture capital undertaking 
whose shares are proposed to be listed subject to lock-in period of 
one year; 
• Debt or debt instrument of a venture capital undertaking in which the 
foreign venture capital investor has already made an investment by 
way of equity. 
• Preferential allotment of equity shares of a listed company subject to 
lock in period of one year. 
• The equity shares or equity linked instruments of a financially weak 
company or a sick industrial company whose shares are listed. 
4.8.6. Maintenance of Books and Records 
• Every Foreign Venture Capital Investor shall maintain for a period of eight 
years, books of accounts, records and documents that shall give a true and 
fair picture of the state of affairs of the Foreign Venture Capital Investor. 
• Every Foreign Venture Capital Investor shall intimate to the Board, in 
writing, the place where the books, records and documents referred to in 
sub-regulation (1) are being maintained. 
4.8.7. Power to Call for Information 
• The Board may at any time call for any information from a Foreign Venture 
Capital Investor with respect to any matter relating to its activity as a 
Foreign Venture Capital Investor. 
• Where any information is called for under sub-regulation (1) it shall be 
furnished within the time specified by the Board. 
4.8.8. General Obligations and Responsibilities 
• Foreign Venture Capital Investor or a global custodian acting on behalf of 
the foreign venture capital investor shall enter into an agreement with the 
domestic custodian to act as a custodian of securities for Foreign Venture 
Capital Investor. 
• Foreign Venture Capital Investor shall ensure that domestic custodian takes 
steps for-
1. Monitoring of investment of Foreign Venture Capital Investors in India 
2. Furnishing of periodic reports to the Board 
3. The Board may call for furnishing such information as. Appointment of 
designated bank 
Foreign Venture Capital Investor shall appoint a branch of a bank 
approved by Reserve Bank of India as designated bank for opening of foreign 
currency denominated accounts or special non-resident rupee account. 
4.8.9. Tax Issues 
As there is no specific exemption as far as a Foreign Venture Capital 
Institutions (FVCI) registered with the SEBI is concerned, the exemption under 
Section 10(23FB) applies to a 'venture capital company' registered with the 
SEBI. The definition of a 'company' under section 2(17) of the Tax Act 
includes any body corporate incorporated under the laws of a country other 
than India. The income of the FVCI continues to be exempted from tax even 
after the shares of the Indian investee company in which the FVCI has made 
the initial investment are subsequently listed on a recognized stock exchange in 
India. However, Section 10(23FB) has to be read in conjunction with Section 
115U which provides, inter alia, that notwithstanding anything contained in any 
other provisions of the Tax Act, any income received by a person out of 
investments made in a Foreign Venture Capital Institutions (FVCI) will be 
subject to tax in the same manner as if it were the income received by the 
investor had he made the investment directly in the Indian investee company. 
This means that any income earned by a VCF by way of dividend, interest or 
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capital gains, upon distribution, would continue to retain its original character 
in the hands of the investors. Under the Tax Act, dividends declared by an 
Indian company are exempt from tax in the hands of the shareholders and the 
company distributing dividends is required to pay an additional dividend 
distribution tax at the rate of 12.5 percent. There is a capital gains tax 
applicable in the hands of the domestic investors, which varies between 10 
percent and 30 percent (exclusive of any surcharge and cess). It depends on the 
status of the investor (individual or corporate); the nature of capital gains (long-
term for above 12 months or short term); and the type of investment (listed or 
unlisted). In case of non-resident investors, the tax rate could be as high as 40 
percent (exclusive of surcharge)^ .^ 
4.8.10. Double Tax Avoidance Agreements 
It becomes important, in this context, for a Foreign Venture Capital 
Institutions (FVCI) to arrange its investment in a tax efficient manner, on of 
which is by relying on section 90(2) of the Tax Act, which provides for relief 
from double taxation. A non-resident investor from a country with which India 
has a tax treaty has an option of being taxed under the Double Taxation 
Avoidance Agreement (hereafter DTAA) or the Tax Act whichever is more 
beneficial. Therefore, a non-resident investor might elect the DTAA if the 
treaty is more favorable, in which case the provisions under Sections 10(23FB) 
and 115U would not be applicable. However, if the FVCI opts to be taxed 
under the DTAA and it has a permanent establishment in India, its Indian 
income would not be tax-free^ .^ 
The venture capitalists have adopted a common investment route that is 
to incorporate an offshore company in a country with which India has a 
favorable tax-treaty. This also provides protection against the annual revisions 
to the Tax Act. While incorporating an offshore entity, care should be taken to 
arrange operations in view of minimizing the risks of denial of treaty benefits. 
The most favored destination for incorporation to invest in India has 
traditionally been Mauritius. A company incorporated in Mauritius becomes a 
tax resident of Mauritius, and thus is subject to the Double Taxation Avoidance 
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Agreement (DTAA) between India and Mauritius. Any capital gains earned by 
a resident of Mauritius, the India-Mauritius DTAA states, are exempt from tax 
in India. Moreover, the business profits of a Mauritius offshore company are 
taxable at an effective tax rate of only 3 percent. Most investors who prefer the 
route through Mauritius to India do no^  have any substantive business in 
Mauritius and are incorporated there only to take advantage of the DTAA. A 
venture capital fund would be treated likewise) upon exit would not be 
regarded as capital gains but as business profits. Although, technically, this 
ruling is binding only on the applicant, it is indicative of the views of the Indian 
tax authorities. Thus, the gains made by the Foreign Venture Capital 
Institutions (FVCI) upon exit from an Indian investee company will possibly be 
treated as business profits in India instead of treating the same as capital gains, 
where as the Mauritius government treats them as capital gains . 
4.9. Conclusion 
Indian financial market has become a vibrant industry for 
Venture Capital sector. Venture capital is a vital source of finance in the new 
economy to commercialize irmovation and new ideas. Though with inherent 
uncertainties, venture capitalists finance innovation and ideas that have 
potential for high growth. The funding of Venture Capital is different from 
traditional sources of financing, which are more comfortable with tangibles but 
were not sufficient to cater to the needs of those who have potential. In order to 
bridge this gap the Indian economy sought to find out innovative source of 
finance, and it resulted in the introduction of venture capital in India. 
The Researcher has classified the phases of evolution and development 
of Venture Capital industry in India into three, keeping view its importance to 
the economy. In the early 1980s, the concept of venture capital in India would 
have seemed Utopian, but, with the high level of government involvement in 
the late 80s, the first formal venture capital organizations started functioning in 
the public sector. This can be termed as the first phase of venture capital 
industry in India and this phase was characterized by the introduction of 
venture capital industry in India followed by the report of World Bank. 
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However, one can see that it is a natural way of Indian system that only public 
sector was allowed to enter the market in the first phase, and this regulation 
was in practice until the set-up of SEBI in 1992, and its subsequent 
involvement in Venture Capital in 1995, resulting in the promulgation of its 
first guidelines in 1996. 
The second phase (1996 to 2000) of Venture Capital (VC) witnessed the 
implementation of Venture Capital guidelines in India in 1996 and the entry of 
foreign Venture Capital funds or companies making Indian economy capable of 
attaining the prime objectives of economic liberalisation. The third phase of 
Indian Venture Capital industry saw the real face of its further implication 
resulting in the formation of three study groups or committees of 2000, 2003 
and 2006 and further achievement of a historical investment record of US$ 
7.5b in 2006. 
As a matter of fact, the business environment of Venture Capital 
industry in India was institutionalized on account of liberalisation of Indian 
economy, which has a broad-based business, dimensions in ftiture. The SEBI 
still acts as an apex regulatory body that can impose guidelines and issue 
fiirther rules and regulation. The Venture Capital industry in the country is 
bounded with strict rules and regulations enacted by SEBI for both foreign and 
domestic venture capital funds. These rules and regulations consist of 
registration, investment criteria, general obligation and responsibilities, 
maintaining books of records, issue of certificates. SEBI has full capacity and 
authority to amend, change, add or delete any of these rules from time to time. 
However, the envirormient is changing and there are enough signs of the 
market being becoming more and more liberal, a trend that will surely bring in 
a high growth in venture capital industry. 
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Chapter-V 
VENTURE CAPITAL INVESTMENT IN INDIA 
SINCE LIBERALIZATION 
5.1. Introduction 
In the preceding chapter an endeavour was made to discuss threadbare 
the business environment and the legal aspects of Venture Capital industry in 
India. It particularly dealt with the evolution and the development of Venture 
Capital with special reference to post liberalization era. The present chapter is 
devoted to study the pattern and trends in Venture Capital investment in India. 
The study has been made since economic liberalization in India i.e. from 1992 
to 2006. For the purpose of analysis and testing of the hypothesis, the post 
liberalization era of Venture Capital financing has been classified into three 
phases of quinquannial period, each according to the major events and features 
which have affected the Venture Capital investment either positively or 
negatively. The phase of Venture Capital funding in post liberalization-
globalization regime has been classified according to the following important 
features: 
a) Phase-I: The first phase is (1992-1996) immediately after industrial 
liberalization in July 1991 when Indian Venture Capital was governed by 
the guidelines of 1988. These guidelines were found insufficient for 
promoting Venture Capital in India. The industry was not liberalized. 
During this span of phase, the Indian economy witnessed the establishment 
of Security Exchange Board of India (SEBI) in 1992, followed by Indian 
Venture Capital Association (IVCA) 1993 heralding the important 
landmark for Indian Venture Capital industry. From the year 1996 foreign 
investment started pouring in influencing sizeably Indian Venture Capital 
industry. The Security Exchange Board of India (SEBI) brought new 
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guidelines for Venture Capital industry which bolstered this industry in a 
big way. 
b) Phase-II: The second phase spans from 1997-2001 which is t>'pified by well 
defined guidelines caused by economic environmental changes, such as, the 
KB Chandrasekhar' Committee (2000), emergence of foreign Venture 
Capital players in India, and as a result further commitments with World 
Trade Organization (WTO), negotiations in 1995. 
c) Phase-Ill: The third phase pertains to 2002 to till the date. The phase is a 
period of transformation from Venture Capital financing to private equity. 
The shift took place owing to 9/11 attacks, followed by changing behaviour 
of investors in taking huge risks. The Ashok Lahiri Committee (2003), and 
Desai Committee (2006) have made recommendations with regard to 
changing landscape of Venture Capital investors. Transformation of Indian 
development banks from development banking activities to pure 
commercial banking business is also noticeable event. These changes of 
activities have highly influenced Venture Capital Financing in India either 
positively or negatively. 
The following paragraphs deal with the pattern and trends of overall 
Venture Capital investment in India. The analysis consists of tables and graphs 
which highlight the pattern and trends of total Venture Capital investment in 
general and phase wise trends in particular. In order to cater to the testing 
requirements and to find out clear trends in total Venture Capital investments, 
the tables contain total amount, index number, (1992 as base year), growth rate 
and percentage of the total. 
5.2. Pattern and Trends in Venture Capital Investment: Analysis and 
Interpretations 
Tables and graphs have been prepared to determine the pattern and 
trends in total Venture Capital investment during 1992- 2006 corresponding to 
initiation of liberalization phase. The analysis of investment in toto with its 
growth rate, total index, value of total investment in million US$ has been 
considered. The data presented in table 5.1 show continuous increase in 
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Venture Capital investment up to 2000 but immediately in 2001 due to the 
9/11 attack, bursting of IT bubble and stock market down fall of US market, 
Indian Venture Capital industry was negatively affected. Nevertheless the 
index number (1991-92 as base year) reached up to 7242 points in 2006. 
From table 5.1 it becomes crystal clear that the total Venture Capital 
investment during the period under review has been wavering. From the initial 
study years of 1992 to 1996 the phenomenal increase is registered with a 
growth rate of 35 percent in 1994 and 40 percent in 1996. In the year 1997 the 
Venture Capital investment plummeted to US$ 80 million registering a 
negative growth of 72 percent. Index number has also declined to 72.26 percent 
corresponding to the decrease in growth rate. There are many reasons for this 
slump in Venture Capital investment. However the noticeable reasons are 
attributed to political upheavals and instability at the centre and also the 
financial crisis in the Newly Industrialized Economies (NIEs) which covertly 
affected Indian economy too. 
From 1998, the recovery phase in Venture Capital investments is 
discernible. So much so that from US$ 250 million in 1998 it peaked up to 
US$ 1160 million registering an increase of 132 percent over the year. The 
index number also touched the highest of 1120 in the year 2000. The 
succeeding year starting from 2001 to 2003 again went into negative growth in 
the range of 19 percent to 37 percent. The major cause for this slump may be 
ascribed to the unfortunate event of 9/11 attack in US leading to the cascading 
effect on almost all the countries of the world. In many of the economies even 
including India the stock market went into bearish activity. 2004 to 2006 the 
spans of three years have shown a remarkable growth in Venture Capital 
investment US$ 7500 million took place in 2006 alone with a growth rate of 
241 percent. The index number also peaked at this year to the tune of 7243. 
The graphic representation has been shown in figure 5.1. Figure 5.2 has been 
prepared showing the quinquannial period graphic representation in three 
phases. The first phase from 1992 to 1996 and the second phase from 1997 to 
2001 show the moderate investment with some hiccups. Last phase i.e. from 
IS*; 
2002 to 2006 is the phase registering splendid growth in Venture Capital 
investment. 
Further analysis of table presents the average investment, minima, 
maxima, Compound Annual Growth Rate (hereafter CAGR), Standard 
Deviation (SD), and Coefficient of Variance percentage (hereafter CV percent). 
It is discernible that the average investment amounts to US$ 1082 million with 
the growth rate 63 percent, the minima, with a negative growth rate of 72 
percent, the maxima amounts to US$ 7500 with growth of 241 percent for the 
referred period. Further the SD of 1880 and CV percent of 173 show the 
volatility in growth. The major reasons behind the huge increase are that of 
favouring policies of central government with a strong support of foreign 
players. The new Bombay Stock Exchange's (BSE) achievement of 20000 
points is also one of the positive factors for the historic landmark of Indian 
Venture Capital in the last phase of the period under review. 
Table 5.2 with figure 5.3 present the phase-wise details with regard to 
Venture Capital investment. This phase contains five years starting from 1992 
to 1996. The first phase of post liberalisation of Venture Capital investment 
shows a moderate growth amounting to US$ 103.5 million in the year 1992 
which increased to US$ 281 million in 1996; registering a growth of 27.2 
percent. The growth rate for the said phase also supports the normal increase 
ranging between 29 percent to 40 percent. The index number highlights the 
point that the Venture Capital investment in its first phase of post liberalisation 
had a hike of 2.72 times. 
Further the descriptive statistics as shown in table, such as, average 
investment of US$180 million and growth of 23 percent summarise that the 
Venture Capital is at its ideal growth stage. The standard deviation of 68 
percent and coefficient of variance of 37 percent in the said period show that 
there was stable trend in Venture Capital investment in between 1992 and 
1996. The reason behind this moderate growth was that the Venture Capital 
investments happen to be a result of liberalisation. 
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The stable government with strong reforms ideas and better institutional 
support had a positive impact on Indian Venture Capital financing for the said 
period under reference. 
Table 5.3 and figure 5.4 present the investment trends in the second 
phase of Venture Capital after the liberalization policy measures from 1997 to 
2001. It is discernible from the table that there is different dimensions of 
investment pattern with the total investment decreasing to US$80 million in the 
begirming of the second phase but immediately appeared to have recovered in 
the next year reaching a historical hike in the year 2000. 
Due to the immediate changes in the economic climate of the world in 
the next year i.e. in 2001 the Venture Capital investments witnessed a 
downward trend when the investors started to change their ultimate role of 
investment and changed their investments strategy to a new dimension. 
Altogether these investment transformations in the second phase has a growth 
of 85 percent with an average investment of US$585 million and the index 
number touching the level of 1000 point which stood at 904 point at the end of 
the second phase. The graphic representation has been shown in figure 5.4 
during the period under reference. 
The average investment for the second phase i.e. from 1996 to 2001 
amounts to US$ 585 million with a growth of 85.05 percent. The other 
statistics such as, standard deviation of 455 and coefficient of variance of 77 
percent justify the recovery of Venture Capital investment from its sudden 
downfall in the year 1997 following the negative growth rate of Gross 
Domestic Product (hereafter GDP) and instable government at centre. The 
CAGR of 90.7 percent shows the sudden hike in the last two years of second 
phase i.e. 2000 and 2001. 
162 
Ji 
H 
o 
I 
ON 
4> 
B 
O 
u 
!/5 
O 
u 
o 
c 
a 
S 
en 
> 
Hid 
'a a 
U 
a 
> 
as 
X 
H 
O 
OS 
o 
>-
o 
so 
o 
9 0 
ON 
ON 
ri 
I - H 
o 
IT) 
00 
1-H 
o o 
I—( 
00 
0 0 
o 
o in 
ON 
1-H 
1-H 
o 
1—1 
1-H 
o 
1-H 
1-H 
o 
o 
o 
«s 
OS 
1-H 
1 
00 
00 
o 
ON 
ON 
1-H 
o 
o 
in 
o 
in 
00 
lO 
00 
in 
O 
< 
< 
oS 
Qi 
2 
> 
< 
1 
O 
00 
E 
3 
E 
'E 
i 
in 
CN 
O (O 
r-
E 
3 
E 
T -
N. (O 
00 
00 
in 
00 
m 
O (0 
o 
> 
o 
CM 
to to 
d 
a: 
o 
< 
tt 
5U 
"S 
<M 
-ff 
, > N 
^ 
o 
o 
a 
,o 1^ 
"1 
~^  C) 
O 
<N 
:S 
o 
o 
eq 
i^ 
a 5) >!, 
• ^ 
S^  
d 
5U 
s-
^ 
• 
K 
0\ 
~^  
ON 
ON 
• - - 1 
Os 
0 \ 
0 \ 
ON 
-~. 
^ o - i 
ON 
ON 
"~s 
^ 
g 
^ 
tr 
o 1^1 
^ tti 
^ 
?^  
y 
^ 
^ 
s-
^ 
• 
1 
1 1 
o U 
^ 
-K 
^ S 
.a 
O 
(3 
O 
n 
^ 
^ 
>5 
SI, 
s 
^ 
<N 
O 
o fN 
-sf 
.'o CJ 
^ 
CI 
ST 
s <M 
g 
• 
o 
U) 
CM 
o o 
CM 
o 
aBe^aojad 
o 
± 
o 
o in 
^ > . 
'%l 
X 
O 
«ia 
o 
c 
> 
ra 
^(5i 
«•/ I 
Table 5.4 presents accounts as regards the third phase of Venture Capital 
activity in India i.e. from 2002 to 2006. It is seen that there has been an average 
investment of US$2482.2 million with average growth of 100 percent. On the 
other hand the index number has attained the point of 7242 this has been 
possible due to the continuous hike in the secondary market operations. The 
total Venture Capital investment in the last phase of post LPG regime has 
reached US$7500 million and the same trend is still continuing. According to 
expectation it is being estimated that by 2010 it may reach up to US$25b. The 
graphic representation has been drawn in figure 5.5 for the period under 
review. 
The average investment for the third phase of post liberalisation period 
i.e. from 2002 to 2006 amounts to US$2482 million supported with an average 
growth of 100 percent. The standard deviation of 2897, which is more than the 
mean and coefficient of variance of 116 percent show the impact of sudden 
increase of Venture Capital investment in the year 2006. Further the CAGR of 
93 percent also represents the remarkable recovery in 2004 after the downfall 
in 2002. The major reason behind this recovery was strong government support 
and upbeats movements of security market along with the strong interference 
of foreign Venture Capital players. 
5.3. Testing of Hypothesis 
The following paragraphs are devoted to test the hypothesis 
"The Null Hypothesis of the study (Ho) assumes that there is no 
impact of policy reforms on total Venture Capital investment since 1991 
whereas the alternative Hypothesis of the study (Hj) assumes that there is 
significant impact of policy reforms on total Venture Capital investment 
since 1991". 
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The Researcher has prepared dummy variables to find out the impact of 
the liberalization and the policy reforms on the total Venture Capital 
investment for the period from 1992 to 2006. The dummy is assumed keeping 
in view that there are three phases in the total post liberalization globalization 
process, i.e. from 1991 to 1996, from 1997 to 2001 and the third is from 2002 
to 2006. The Regression equation has been taken as: 
Y = d + pt + ytd, 
Where d, p and y are constant and 't' = time and'd'= Dummy, as two 
models have been made. 
In the model-1, the d=l if Y belongs to 1992-1996, 0 otherwise, and in 
model-2, d=l if the Y belongs to 1997-2001, '0' other wise. Among the models 
the model -1 explains the impact of policies up to 1996(the major policy 
packages were introduced with regard to Venture Capital financing such as, 
1995 guidelines, permission for foreign players, setting up of SEBI, IVCA and 
structuring of Indian stock markets.) and model-2 is for checking the impact of 
the policies up to 2001 (this is the current policy packages as regards Venture 
Capital financing in India). Venture Capital guidelines of 2000 and 2001, 
recommendations of KB Chandrasekhar Committee and follow up of pre 1996 
policy packages are the major landmarks in this period in the total venture 
capital investments. Table 5.5 provides a critical analysis regarding the first 
and second models. 
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Table-5.5 
Application of Time and Dummy-l in 
Total Venture Capital Investments (1992-2006) 
Years 
1992 
1993 
1994 
1995 
1996 
1997 
1998 
1999 
2000 
2001 
2002 
2003 
2004 
2005 
2006 
Investment in 
Million US$ 
103.55 
134.46 
182.32 
201.15 
281.70 
80.00 
250.00 
500.00 
1160.00 
937.00 
591.00 
470.00 
1650.00 
2200.00 
7500.00 
Time 
1 
2 
3 
4 
5-
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
ModeI-1 
Dummy-
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
Time*Dummy-l 
1 
2 
3 
4 
5 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
Source: Same as table-5.1 
In model -1 by applying the multiple regressions on the investment, time 
and dummy -1 the following summary of table emerges. 
Table-5.6 
Model -1 Summary 
Model 
1 
R 
.659 
R Square 
.435 
Adjusted R Square 
.341 
Std. Error Of The Estimate 
1527.0844 
Source: Table- 5.5 
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The model-1 indicates tlie influence of the pre 1997 policies in the 
promotion of Venture Capital in the post liberalization regime. It has been seen 
that from the first model summary the R-square is 34 percent which means that 
whatever changes have happened in the total Venture Capital investments 
during the period under review the time and policy are responsible only up to 
34 percent. This implies that there are many other macro economic factors 
which have indirectly affected the quantum of Venture Capital investments. 
Therefore, it may be inferred that according to the model-1 made on the basis 
of first Dummy variable policy reforms have not affected the Venture Capital 
investments in India since liberalization. From the coefficients of the model-1 it 
is also indicative of the fact that the total growth in Venture Capital has taken 
place with the passage of time. 
Table-5.7 
Coefficients 
Model 
1 
Investment 
Time 
Time*Dummy-1 
Un standardized 
Coefficients 
B 
-1616.137 
314.452 
183.268 
Std. 
Error 
1205.274 
115.643 
305.964 
Standardized 
Coefficients 
Beta 
.748 
.165 
T 
-1.341 
2.719 
.599 
Sig. 
.205 
.019 
.560 
Source: TabIe-5.5 
The t- static of the time i.e. 2.719, is significant at 2 percent level of 
significance and the t-static of first dummy i.e. for impact of first policy 
package is 0.599 which is insignificant up to 56 percent level of significance; 
i.e. far beyond the level of significance. Therefore it can be safely deduced that 
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the policy reforms in tlie first phase i.e. from 1992 to 1996 has not affected the 
promotion of Venture Capital investments in the post liberalization 
globalization regime under review. 
Table-5.8 
Application of Time and Dummy (II) 
in Venture Capital Investments (1992-2006) 
Years 
1992 
1993 
1994 
1995 
1996 
1997 
1998 
1999 
2000 
2001 
2002 
2003 
2004 
2005 
2006 
Investment in 
Million US$ 
103.55 
134.46 
182.32 
201.15 
281.70 
80.00 
250.00 
500.00 
1160.00 
937.00 
591.00 
470.00 
1650.00 
2200.00 
7500.00 
Time 
1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
MoideI-2 
Dummy-2 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
Time*Dummy-2 
0 
0 
0 
0 
0 
6 
7 
8 
9 
10 
0 
0 
0 
0 
0 
Source: Table-5.1 
Table-5.8 has been made on the basis of application of second dummy 
for 1997 to 2001 policies with time. The model checks whether the policy has 
any impact on the investment of Venture Capital. From the analysis the 
following results obtained: 
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Table- 5.9 
Model -2 Summary 
Model 
2 
R 
.674 
R Square 
.454 
Adjusted R 
Square 
.363 
Std. Error Of The 
Estimate 
1500.7942 
Source: Table -5.8 
The coefficient of determination i.e. R-square stood at 36 percent which 
indicates that the impact of pre 2002 policies and the time has only 36 percent 
contribution in promotion of the total Venture Capital investments. The 
remaining macro economic factors have played important role in the growth of 
Venture Capital investment in India since liberalization. The coefficient of the 
model -2 is very clear about the impact of the 1997 to 2001 policies reforms 
and time. (Table -5.9) 
Table-5.10 
Coefficients 
Model 
2 
Investment 
Time 
Tlme*Dummy-1 
Un standardized 
Coefficients 
B 
-879.072 
275.109 
-89.646 
Std. 
Error 
849.855 
89.761 
100.506 
Standardized 
Coefficients 
Beta 
.654 
-.190 
T 
-1.034 
3.065 
-.892 
Sig. 
.321 
.010 
.390 
Source: TabIe-5.8 
From the model-2, which represents the pre 2001 policy and impact of 
time, the t-statistic of the time has been estimated 3.065 which is significant at 
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1 percent and in case of the dummy the t value is estimated at -0.892 which is 
significant at 39 percent. Therefore, it is very much clear that the policy 
reforms made up to 2001 has not affected the growth of Venture Capital 
investments whereas the impact is significant in case of which time indicates 
that whatever growth has taken place in the Venture Capital investments since 
liberalization till 2006 or for the last 15 years i.e. in accordance with time 
factor. 
The models representing both the policy reforms after liberalization i.e. 
1992 to 1996 and 1997 to 2001 have proved that there is no clear impact of the 
policy on Venture Capital investments. R-squared is also very less which is 34-
36 percent. Nevertheless the Researcher feels that although, it is statistically 
not proved but the policy packages introduced between 1996 and 2001 
maintained and sustained the growth pattern of Venture Capital investment 
besides the time factor. 
There should have been positive impact of policy on the investment but 
it could not happen because some other factors have set in the positive 
influence of policy packages whose effect has been more than the influence of 
time or policy reforms, such as, GDP down fall of 1996, bursting IT bubble in 
late 1990s and the international events, such as, down fall of US markets which 
was followed by other major economies and 9/11 attacks^ of 2001. The 
appendix-1 is very clearly indicating the facts about the Venture Capital rise 
and fall which is followed by GDP growth rates. Both the national and 
international events have direct influence on the total Venture Capital 
investments within the country, such as, instable government in 1996 and 
international events of 2001. 
5.4. Conclusion 
This chapter is based on the analytical framework of total Venture 
Capital pattern and trends in investment. It has been found out that the typical 
growth in the post globalization period has taken place in the realm of Venture 
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Capital financing is which covered the point of US$ 10b in the year 2007. It is 
a significant contribution for the GDP growth as well as the total industrial 
development of the country. However, the analysis brings to the fore that 
immense growth in Venture Capital investment has been witnessed in the post 
LPG regime. It is found out that there is no impact of the policy packages on 
the investment and financing pattern of Venture Capital in India. The Venture 
Capital itself is an output of liberalisation but the influence of the policy 
packages armoimced for the promotion of Venture Capital in the quinquannial 
phases i.e. from 1992 to 1996 and froml997 to 2001, has not attained its 
targeted result due to other major factors. In several other countries, the factors 
explained in the forgoing analysis have impacted Venture Capital financing 
badly. In India nevertheless that much negativity was not seen. The Researcher 
feels that although, it is statistically not proved but the policy packages 
introduced fi'om 1996 to 2001 maintained and sustained the growth pattern of 
Venture Capital investment besides the time factor. 
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Chapter-VI 
PATTERN AND TRENDS IN DEAL SIZE SPECIFIC 
VENTURE CAPITAL INVESTMENTS 
6.1. Introduction 
In the last chapter venture capital financing in India as a whole was 
discussed. In order to study the total pattern and trends in venture capital 
financing four aspects, i.e. deal size, stage wise, industry wise and region wise 
investment would be considered. This chapter is concerned with the analysis 
identifying the trends in deal-size investment for the period under reference. 
Small deals and big deals impact different spheres of countries' economy. 
Small deals can show the role which is being played by venture capital for 
development of small and medium enterprises whereas big deals indicate 
support provided to big companies by the venture capitalists. By dividing total 
investments with number of deals, average investment per deal is calculated. 
The average deal size is an indicator of the attitude of the investors. By the 
indicator, Researcher has analyzed real role played by the venture capitalists 
for economic development of the country. Changing pattern of deal size trend 
can point out changing share of investment in small/medium and big 
enterprises. It is the need of the hour to promote small and medium enterprises 
for the overall development of the economy'. 
6.2. Deal Size Specific Venture Capital Investment: Analysis and 
Interpretations 
Table 6.1 indicates that the deal size investment of venture capital since 
liberalization has been volatile. In the beginning of the period i.e. from 1992 to 
1998 it showed an upward trend. Later in the year 1999 it dropped down to 
US$489 million whereas the total investment increased from US$250 million 
to US$500 million. The year 1998 registered negative growth of 32 percent. In 
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the succeeding years the negative growth continued until the year 2004 which 
registered positive growth of 26 percent with increase in number of deals from 
56 to 71 over the year. In the year 2005 and 2006 the number of deals further 
increased up to 146 and 299 respectively registering increase of 295 percent in 
total investment on an average. The total investment trends show a continuous 
hike that indicates changing investment pattern in favour of big and blue-chip 
level deals. The table gives crystal clear idea with relation to the total deal size 
and total venture capital growth in India since liberalization showing that total 
investment growth and deal size growth is negatively correlated. 
The trend of average deal size of venture capital investment shows 
consistent movement in the initial years under the review. From the table it is 
evident that the initial years of the period under review show a normal growth 
in average investment of venture capital. In the year 1992 the average 
investment stood at US$0.24 million, the succeeding years underwent a gradual 
growth till 1998. The index number i.e. 70 for the year 2006 highlights a 
plummeting trend in the number of deals. 
The descriptive statistics, such as, average deals (385) and Standard 
deviation (251) point out the high variation in number of deals. Negative 
CAGR of-13 percent indicates that the number of deals could not sustain the 
level of initial years. The average growth rate of the total deal size is only 6.71 
percent whereas the AAGR of total venture capital investment is almost 62.49 
percent. The graphical presentation of number of deals in venture capital is 
shown in figure 6.1. 
Many reasons can be ascribed for this diminishing trend in number of 
deals. The major reason behind the trend is political instability and negative 
GDP growth which the Researcher feels would have influenced the investors to 
become extra cautious in taking risks. 
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Table 6.2 supported by figure 6.2 present a detailed account on average 
deal of Indian venture capital investment since liberalization. The rationale 
behind showing average deal size is to know the contribution of the venture 
capitalists towards development of small and medium enterprises or 
entrepreneurship and its role for big enterprises. The average deal size has been 
tabulated for the 15 years of post Liberalisation-Privatisation-Globalisation 
(Hereafter LPG) era as a whole and it has also been shown in three consecutive 
blocks of five years like other analytical chapters for the sake of analysis. The 
average deals size shows a continuous growth without any remarkable hiccups 
for the entire period of 15 years under reference. From both tables it is 
discernible that the number of deals and total venture capital investment have 
negative correlation. The average investment registered a consistent growth 
ranging between 16 percent to 305 percent except the year 1997, when negative 
growth of 70 percent is registered. The average deals size for the same period is 
ranging between US$0.24 million to US$0.34 million. In the year 1999 the 
average investment peaked up to the level of one million with growth rate of 
200 percent. The year 2000 witnessed splendid growth (1.02 million, to 4.14 
million) the average investment was followed by hike in total venture capital 
investment. Further in the year 2001, 2002, and 2004 the trend continued with a 
remarkable growth of 305 percent, 105 percent, 10.69 percent and 177 percent 
respectively. The amount i.e. US$ 15.07million in the year 2005 with negative 
growth of 35 percent recovered in the succeeding year i.e. 2006 with a 
historical mark of US$25.08 million. 
The average growth of total average deal size is 66 percent while 
average growth of total venture capital is 62.49 percent which indicates that 
both the growths are in positive correlation. After 2000 the deal size has 
registered a sudden increase and it has attained the historical growth of 305 
percent in 2000 and 105 percent in 2001. The index number of the total growth 
has attained the point of 10450 in the last year i.e. 2006. The trend in the total 
deal size indicates a hike of 66 percent. By.the half of the year 2007 i.e. up to 
July it has attained level of US$35.08million. 
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Table-6.2 
Average Deal Size of Total Venture Capital Investments (1992-2006) 
Year 
1992 
1993 
1994 
1995 
1996 
1997 
1998 
1999 
2000 
2001 
2002 
2003 
2004 
2005 
2006 
Average & 
AAGR 
SD 
CV% 
CAGR 
Average 
Deal Size 
0.24 
0.28 
0.30 
0.32 
0.41 
0.12 
0.34 
1.02 
4.14 
8.52 
7.58 
8.39 
23.24 
15.07 
25.08 
6.34 
8.51 
134.18 
48.68 
Index No. 
100.00 
116.67 
125.00 
133.33 
170.83 
50.00 
141.67 
425.00 
1725.00 
3550.00 
3158.33 
3495.83 
9683.33 
6279.17 
10450.00 
Growth (%) 
0.00 
16.67 
7.14 
6.67 
28.13 
-70.73 
183.33 
200.00 
305.88 
105.80 
-11.03 
10.69 
177.00 
-35.15 
66.42 
66.05 
Total VC 
Growth 
0.00 
29.85 
35.59 
10.33 
40.04 
-71.60 
212.50 
100.00 
132.00 
-19.22 
-36.93 
-20.47 
251.06 
33.33 
240.91 
62.49 
105.66 1 102.58 
159.97 164.16 
Source: Compiled By the Researcher From, 
• Venture Intelligence Report (TSJ Media Chennai), 2004- 06. 
• Venture Capital Year Book (IVCA, New Delhi) 2001-2003. 
• Venture Activity Report (IVCA, New Delhi) 1993, 1994, 1995, 1996, 1997. 
• Thaneja Satish, (2002), Venture Capital In India, Galgotia Publishing Company, 
New Delhi. 
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The statistical analysis shows that, the average of average investment 
per year is US$6.34 million with a standard deviation of 8.51 indicating the 
huge variation in the later years. The coefficient of variance percentage of 134 
percent points out that the average of average investment does not represent the 
whole movements for the said period under review. The graphical 
representations of the average investment pertaining to pattern and trends have 
been shown in figure 6.2. 
In comparison with the total venture capital growth the total deal size 
average has no major break ups whereas total venture capital investment has 
been wavering, registering downwards trend after 2001. It however attained 
upward trend in 2004. The positive growth in the average deal size supports the 
inference that the venture capital is going towards big and less risky deals. The 
reason behind the transformation is that big and high level investment is made 
only in well established and potential enterprises where risk is comparatively 
less and pay back period is shorter because the established companies are 
maintaining proper information system and thus can be analyzed by the 
investors to take appropriate decisions. The basic reason behind the sudden 
increase in the average investment is the entry of foreign players, more than 90 
percent share in venture capital in India is invested by foreign players.. The 
favourable government policy towards private equity further attracted the 
investment only in large scale companies. 
In case of new companies' soundness of enterprises carmot be checked 
and only soundness of entrepreneur can be analyzed that's why the venture 
capitalists particularly foreign venture capitalists don't give importance to new 
entrepreneurs or small and medium enterprises. The detailed analysis as 
regards the phase wise average deal size and growth rate along with index 
numbers have been presented in the following paragraphs. 
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Table-6.3 
Average Deal Size of Total Venture Capital Investment in First Phase 
(1992-1996) 
YEAR 
1992 
1993 
1994 
1995 
1996 
Average 
&AAGR 
SD 
CV% 
CAGR 
AVERAGE 
DEAL SIZE 
IN MILLION 
US$ 
0.24 
0.28 
0.3 
0.32 
0.41 
0.31 
0.063 
0.002 
12.80 
INDEX 
100 
116.67 
125 
133.33 
170.83 
GROWTH % 
0 
16.67 
7.14 
6.67 
28.13 
11.72 
10.92 
0.009 
TOTAL 
VC 
GROWTH 
% 
0 
29.85 
35.59 
10.33 
40.04 
23.16 
17.21 
0.007 
Source: Compiled By the Researcher From, 
• Venture Capital Year Book (IVCA, New Delhi) 200J -2003. 
• Venture Activity Report (IVCA, New Delhi) 1993. 1994. 1995. 1996. 1997. 
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The succeeding paragraphs would cover the phase wise pattern and 
trends in deals size investment in India for the period under reference. Table 
6.3 on the average deal size of total venture capital investment in the first phase 
of post liberalization globalization era i.e. 1992 to 1996 has revealed almost 
stability in growth trend. In the year 1992 average investment amounted to US$ 
0.24 million which increased to 0.28 million in the year 1993 and further 
reached to US$0.41 million in the year 1996 with growth of 16.67 percent, 7.14 
percent, 6.67 percent and 28.13 percent respectively. The table also points out 
that the average of average deal size stood at US$0.31 million with an average 
growth of 11.72 percent. If comparison is made between the growth rates of the 
Venture Capital and average investment in the venture capital marvellous 
growth is discernible. In the said period the average investment never crossed 
the level of US$0.5 million. While the index number of the average deals size 
has reached up to 170 points. It shows that upward trend of the average deal 
size is only normal. The diagrammatic presentation of the deal size investment 
for the period has been shown in figure 6.3. 
The other statistics, such as, Standard Deviation and Coefficient of 
variance of 0.063 and 0.002 demonstrate the marginal growth of average 
investment for the period under the review. Further the CAGR of 12.80 
percent also proves that growth was nominal for the quinquannial phase. The 
reason for the consistency in case of average deal size for the said period was 
that venture capital was just introduced for the sake of promotion of innovative 
investment where the small and medium size industries have major role to play. 
The second phase of post liberalisation period i.e. from 1997 to 2001 has 
witnessed real progress in the average deal size of venture capital. Table 6.4 
has been prepared to illustrate the average deal size of total venture capital 
investment in the second phase of the period under reference. The implications 
of new set of guidelines following KB Chandrasekhar^ committee in 2000 were 
noticed in the venture capital in India in the said period. Venture capital 
financing in India became more structured with the arrival of new foreign 
players. The impact of new legal environment for venture capital was felt after 
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1996 that has its uhimate impact on the selection of big and less risky deals by 
the venture capitalists. In the year 1996 the average deal size amounted to only 
US$ 0.12 million which was less than the previous years along with total 
venture capital growth. The index number of 50 point has also highlighted 
negative growth in the beginning of second phase. The revival started in the 
year 1998 registering a growth rate of 183 percent succeeded by 200 percent, 
305 percent and 105 percent in the years 1999, 2000, and 2001 respectively 
.The index number for the said years also demonstrate the same trend. The 
index number increased up to 3550 in the year 2001 when the average 
investment touched the point of US$8.52 million. The table clearly indicates 
that the average growth of deal size in the second phase is 145 percent with an 
average investment of US$2.83 million per year. It is evident that the venture 
capital was moving towards the large and less risky deals in the second phase 
of post liberalisation era. 
The standard deviation of 3.57 which is more than the mean highlights 
trend in selection of big and less risky deals. CAGR of 201 percent indicates 
trend in deal size for coming years in venture capital investments. 
The third phase of post liberalisation i.e. from 2002 to 2006 is 
considered to be the best time for venture capital investment in India. This 
phase is an era of integration of Indian venture capital industry with world 
venture capitalist practices. The Indian venture capital financing in this phase 
underwent two successive turns in the year 2002 and 2003. In the year 2004 the 
trend was revived with strong support from global players. The global venture 
capital trends also illustrated the same trend. The downfall of world trade 
center and U.S stock market directly affected the venture capital investors all 
over the world. In deal size also the venture capital investment around the 
globe witnessed same pattern like Indian venture capital. The high risk element 
of venture capital investment compelled the small players to diversify their 
funds and activities. The entry of foreign players on a whole directly affected 
the investment volume. 
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The second generation reforms have also influenced venture capital 
financing in India. Altogether the factors, such as, Desai Committee^ report of 
Planning Commission, recommendations of Naresh Chandra"* Committee 
regarding LLPs, transformation of development banks into pure commercial 
banks have played a vital role in this period in changing landscape of venture 
capital from its existing practices to modern and more careful strategies'. 
Table 6.5 on average deal size of total venture capital investment in the 
third phase i.e. from 2002 to 2006 reveals complete transformation of the 
venture capital deals into big and less risky deals. In 2002 the average deal size 
amounted to US$ 7.58 million that attained level of US$25.08 million with an 
index number of 10450 in the year 2006. The amount of a\'erage investment 
per deal increased to 8.39 in 2003 registering a growth of 10.69 percent along 
with the index number of 3495. In the next year i.e. 2004 it further increased to 
US$ 23.24 million registering a growth of 177 percent whereas the increase in 
index number is thrice in the year 2003. The year 2005 when the venture 
capital registered a trend of revival from two consecutive tumbles, average 
investment per deal showed a sudden slump amounting to l!S$15.87million.. 
The average deal stood at US$25.58 million supported by a growth of 66.42 
percent. The overall index points out that the increase in the total venture 
capital investment has a positive effect on the upward trend of average size of 
deal. Further in the year 2007 the quick estimate shows that the average size of 
deal amounted to US$35 million. 
The descriptive statistics, such as, average investment and standard 
deviation indicates the worth of investment in the third phase of the period 
under reference. The average investment per deal increased to US$15.87 in the 
said phase from US$2.83 million from the last quinquannial period. The 
standard deviation of 8.13 almost half of the mean indicates the high growth 
rate in each year. Coefficient of Variance percentage registers 52 percent and 
CAGR 35 percent for the period under reference indicate that venture capital is 
highly concentrated on large scale investments. The graphical representation of 
the average investment per deal has been shown in figure 6.5. 
'ml^ 
Table-6.4 
Average Deal Size of Total Venture Capital Investment in the Second 
Phase (1997-2001) 
YEAR 
1997 
1998 
1999 
2000 
2001 
Average & 
AAGR 
SD 
CV% 
CAGR 
AVERAGE 
DEAL SIZE IN 
MILLION US$ 
0.12 
0.34 
1.02 
4.14 
8.52 
2.83 
3.57 
0.013 
201.16 
INDEX 
50 
141.67 
425 
1725 
3550 
GROWTH % 
0.00 
183.33 
200 
305.88 
105.8 
144.86 
113.97 
0.008 
TOTAL VC 
GROWTH 
% 
0 
212.5 
100 
132 
-19.22 
70.74 
95.88 
0.014 
Source: Compiled By the Researcher From, 
• Venture Capital Year Book (IVCA, New Delhi) 2001-2003. 
• Venture Activity Report (IVCA, New Delhi) 1993. 1994. 1995. 1996. 1997. 
• Thaneja Satish, (2002), Venture Capital In India, Galgotia Publishing Company, 
New Delhi. 
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Table-6.5 
Averag 
YEAR 
2002 
2003 
2004 
2005 
2006 
Average 
&AAGR 
SD 
CV% 
CAGR 
e Deal Size of Tot. 
in tfaie Third 
AVERAGE 
DEAL SIZE 
IN MILLION 
US$ 
7.58 
8.39 
23.24 
15.07 
25.08 
15.87 
8.13 
52 
34.69 
al Venture 
Phase (20() 
INDEX 
3158.33 
3495.83 
9683.33 
6279.17 
10450 
Capital InvestiTK 
2-2006) 
GROWTH % 
0 
10.69 
177 
-35.15 
66.42 
41.58 
82.91 
0.019 
;nt 
TOTAL 
VC 
GROWTH 
% 
0 
-20.47 
251.06 
33.33 
240.91 
93.58 
133.81 
0.014 
Source: Compiled By the Researcher From, 
• Venture Intelligence Report (TSJ Media Chennai), 2004- 06. 
• Venture Capital Year Book (IVCA, New Delhi) 2001-2003. 
• Thaneja Satish, (2002), Venture Capital In India, Galgolia Publishing Company, 
New Delhi. 
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6.3. Testing of Hypothesis 
The following paragraphs are devoted to test the hypothesis. 
"The Null Hypothesis of the study (Ho) assumes that there is no 
impact of policy reforms regarding venture capital on the average deal 
sizes of the venture capital investments since 1991 and Alternative 
Hypothesis of the study (Hi) assumes that there is significant impact of 
policy reforms regarding venture capital on the average deal sizes of the 
venture capital investments since 1992". 
In order to find out the impact of the liberalization and the policy 
reforms of 1992 to 1996 and 1997 to 2001 on deal specific venture capital 
investment; Researcher has assumed two dummy variables. It is assumed that 
there are three phases in the total post liberalization globalization process, i.e. 
from 1992 to 1996, from 1997to 2001 and from 2002 to 2006. The Regression 
equation has been taken as: 
Y = d + pt + ytd, 
Where d, p and y are constant and 't' = time and'd'= Dummy, and for 
the sake of finding the value of Y two dummies are fixed as for two models the 
assumptions are made that: 
In the model-1, the d=l if Y belongs to 1992-1996. 0 otherwise, and in 
model 2 d=l if the Y belongs to 1997-2001, 0 other wise. Among the models 
the model -1 explains the impact of the policies from 1992 to 1996(the major 
policy packages were introduced with regard to venture capital financing , such 
as, , new guidelines, permission for foreign players, setting up of SEBI, IVCA 
and structuring of Indian stock markets). Model- 2 is for checking the impact of 
the policies of 1997 to 2001 (this is the current policy packages as regards 
venture capital financing in India), venture capital guidelines of 2000 and 
2001, recommendations of KB Chandrasekhar Committee are the major land 
marks in this period) in the average deal sizes of each venture capital 
investments. Table 6.6 provides a detailed analysis regarding the first and 
second models. 
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Table-6.6 
Application of Dummy and Time Variables in 
Investments (1992- 2006) 
Average Deal Size of 
Year 
s 
1992 
1993 
1994 
1995 
1996 
1997 
1998 
1999 
2000 
2001 
2002 
2003 
2004 
2005 
2006 
Average 
Deal Size 
ofVC 
Investme 
nt in 
Million 
US$ 
0.24 
0.28 
0.30 
0.32 
0.41 
0.12 
0.34 
1.02 
4.14 
8.52 
7.58 
8.39 
23.24 
15.07 
25.08 
Tim 
e 
1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
Model-1 
Dumm 
y-1 
1 
1 
1 
1 
1 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
Time*Dumm 
y-1 
1 
2 
3 
4 
5 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
Moidel-2 
Dumm 
y-2 
0 
0 
0 
0 
0 
0 
Time*Dumm 
y-2 
0 
0 
0 
0 
0 
6 
7 
8 
9 
10 
0 
0 
0 
0 
0 
Source: Table-6.1 
In model -1, by applying the multiple regressions on the investment, 
time and dummy -1, the following summary table emerges. 
Table-6.7 
Model -1 Summary 
Model 
1 
R 
.853 
R Square 
.728 
Adjusted R Square 
.683 
Std. Error Of The Estimate 
4.7923 
Source: Table 6.6 
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The model-1 indicates the influence of the 1992 to 1996 policies in the 
promotion of venture capital in the post liberalization regime. It is seen that 
from first model summery the R-square is 68 percent which means that 
whatever changes have happened in the average deal size of venture capital 
investments during the period under reference the time and policy are 
responsible up to 68 percent. This implies that there are a few other macro 
economic factors which indirectly affected the size of the investments of 
venture capital. Therefore it may be inferred that according to the model-1 
made on the basis of first Dummy variable policy reforms have not affected the 
average deal size of venture capital investments in India since liberalization but 
for getting the clear picture it is necessary to find out the coefficients of the 
first Dummy. From the coefficients of the model-1 it is again clear that the total 
growth in venture capital has taken place with the passage of time. Table 6.8 
visualises the coefficient of regressions 
TabIe-6.8 
Coefficients 
Model 
1 
Average Deal 
Sizes 
Time 
Time*Dummy-
1 
Un 
standardized 
Coefficients 
B 
-0.872 
1.752 
.596 
Std. 
Error 
3;782 
.363 
.960 
Standardized 
Coefficients 
Beta 
.921 
.118 
T 
-2.187 
4.826 
.620 
Sig. 
.049 
.000 
.547 
Source: Table-6.6 
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From the coefficients, the t- static of the time i.e. 4.826, is significant at 
any percentage level of significance and the t-statistic of policy reforms (from 
1992 to 1996) i.e. the first dummy 0.62 is significant onl> at 54 percent which 
is far beyond the level of significance. Therefore, it can be safely deduced that 
the policy reforms in the first phase has not affected in making the attractive 
deals as well as more productive venture capital investments in the post 
liberalization globalization regime. 
The second model represents the 1997 to 2001 policy reforms, such as, 
2000 guidelines and KB Chandrasekhar committee which are being tested by 
applying the multiple regression equation. From the analysis, the following 
results emanate as summarized in table 6.9: 
Tabie-6.9 
Model -2 Summary 
Model 
2 
R 
.895 
R Square 
.801 
Adjusted R Square 
.768 
Std. Error Of The Estimate 
4.0991 
Source; Table-6.6 
The coefficient of determination i.e. R-square is 76 percent which 
indicates that the implication of the policies of 1997 to 2001 and the time have 
76 percent contribution in the promotion of the big and notable deal sizes of 
venture capital investments. The other macro economic factors have influenced 
the growth of venture capital investment in India since liberalization. To find 
out the real picture of the policy implications, it is necessary to test by applying 
the second dummy variable with time and deal sizes. The coefficient of the 
model -2 is very clear about the impact of 1997 to 2001 policy reforms as given 
in table 6.10. 
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Table-6.10 
Coefficients 
Model 
2 Average Deal 
Sizes 
Time 
Time*Dummy-
1 
Un 
standardized 
Coefficients 
B 
-5.118 
1.635 
-.609 
Std. 
Error 
2.321 
.245 
.275 
Standardized 
Coefficients 
Beta 
.860 
-.286 
T 
-2.205 
6.669 
-2.220 
Sig. 
.048 
.000 
.046 
Source: TabIe-6.6 
From model-2, which represents the 1997 to 2001 policy and the impact 
of time, the t-static of the time is being estimated 6.669. It appears to be 
significant at any level and in case of the dummy the t value is estimated at 
(-) 2.220 which is significant at 5 percent level of significance. It points out the 
importance of the second generation reforms in venture capital that has affected 
in maintaining and sustaining the big and notable ideals. After 2000 the deal 
size maintained the target of more than US$ 1 billion at least. From the 
analysis, it is patently comes out that the second generation reforms of post 
2000 has affected the sustained growth of deal size in venture capital 
investments.(Table-6.10) 
By the model-1 and 2 regarding the deal size investments of venture 
capital since 1992 it have been statistically proved that the policies of 1992 to 
1996 have not influenced the average deal size of the venture capital 
investment but on the other hand, the 1997 to 2001 policies have significantly 
influenced on the average deal sizes. Now investment is going towards big 
deals showing tendency of investors that they are not ready to take risk because 
big deal means it will be for the existing establishments or in other word for 
later stages. 
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In case of total venture capital, the Researcher has observed that the 
policy packages of 1997 to 2001 were not demonstrating influence, but in case 
of average deal size the policy has impact. The reason for the both can be 
attributed to the 9/11 attacks. The event has changed the investors' behaviour 
all over the world and India is not an exception. There should have been 
positive impact of 1997 to 2001 policies on total Venture Capital investment 
but it could not happen since the positive influence was neutralised by the 
event of 9/11. On the other hand, the 9/11 attack impacted positively along 
with positive impact of the policies on deal size investment because the event 
made the investors more risk averters as the small deals are more risky 
whereas, the element of risk is less in big deals. So, the investors moved 
towards big deals. 
6.4. Conclusion 
The chapter on the deal size investment of \enture capital has 
emphasized on the total number of deals per year and the deal size per 
transactions or investments. The total deals per year were in a positive trend in 
the initial years and at the end the trend has entirely changed. Tiie investors 
became more selective. The average investment of venture capital was less than 
US$ Ibillion up to the end of 1990s and in the beginning of the millennium it 
underwent major changes in the trend. The venture capital investors started 
preferring only one time huge investment instead of small deals. 
It is discernible from the forgoing discussion that the policy packages of 
1992 to 1996 have no impact on the average deal size of the investment in 
Indian venture capital but impact of 1997 to 2001 policies and new investing 
environment of world have a vital role in the promotion of big and less risky 
deals. The impact of policy reforms is visible in case of deal size investment in 
venture capital in India since liberalisation 
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Chapter-Vn 
PATTERN AND TRENDS IN INDUSTRY SPECinC 
VENTURE CAPITAL INVESTMENTS 
7.1. Introduction 
Last chapter was devoted to study the pattern and trends in the deal size 
of Venture Capital investments in post liberalisation regime. The average deal 
size of total Venture Capital investments in general and phase wise in particular 
was actually examined. The present chapter deals with the sector wise 
investment of Venture Capital investment. The sectors have been divided into 
12 industries i.e. IT and ITES, Manufacturing, Financial Services, Health Care 
and Allied investments, Engineering/Electronics and Constructions, Textiles 
and Garments, Agriculture and Food industries. Transportation and Logistics, 
Media and Entertainment and Communications, Energy sector. Retail and 
consumer related, and other sectors. The study pertaining to sector specific 
Venture Capital investment in all these sectors has been presented in the 
succeeding paragraphs. 
7.2. Industry Wise Venture Capital Investments: Analysis and 
Interpretations 
The industry-sector specific investment of venture capital on the basis of 
the aforementioned classification for the period under review has been shown 
in table 7.1. The percentage share of each industrial sector has also been 
tabulated in table 7.2. In order to analyze the industry wise pattern of Venture 
Capital the total Venture Capital investment in deferent types of industries has 
been again combined into three broad categories i.e. IT and ITES, Production 
and Services. 
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Tables-7.1 and 7.2 have been made for all these three sectors separately. 
Tables and figures have been drawn showing total pattern and trends in the 
sectors for 15 years of post liberalization globalization era in general and for 
three quinquannial phases in particular as classified in previous chapters. 
Table 7.1 has been prepared showing general sector wise trend in 
Venture Capital investment for the 15 years. Table presents a clear view on 
changing importance of all the 12 different sectors and their contribution 
towards the development of those sectors. Table shows that the Venture Capital 
investment is moving towards service sectors in the wake of new millennium 
after the boom in IT and ITES sectors'. The table regarding the percentage 
share of all the 12 sectors indicates that the Venture Capital is targeting new 
and emerging service sectors. It is moving from the traditional service as well 
as manufacturing sectors. 
From the table it is further visible that the production sector registered a 
normal growth in the initial years of post liberalization period. The biggest 
chunk of share in Venture Capital investment was of manufacturing sector with 
26.9 percent. On the other hand, other sectors, such as, agriculture, ITES, and 
retail sector have share of 11 percent, 9.16 percent and 9.68 percent during 
1992 respectively. Almost the same trend continued with the domination of 
manufacturing sector until the year 1998 when the share of manufacturing 
sector registered a share of 26.9 percent, agriculture with 5.7 percent and retail 
with 6.5 percent. In later years the importance of these sectors seems to have 
faded as venture capitalists became more selective for IT and IT enabled 
services. 
On a whole the trend was in favour of IT related industries in the middle 
years especially from 1996 to 2002. The importance of service sector, such as, 
financial services, media, energy, as well as others increased in later years of 
the period under reference especially from 2002 to 2006. Among the services 
sector, financial services, retail and others played the key role in enhancing 
growth of Venture Capital investment in India. 
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For analysing the phase wise trend in Venture Capital investment in 
different industrial sectors the Researcher has further made a comprehensive 
study of three quinquannial periods i.e. from 1992 to 1996, 1997 to 2001 and 
2002 to 2006. Table 7.3 is based on the phase wise industrial attraction of 
Venture Capital in India for the 12 industries. Table indicates the average 
industry wise investment of Venture Capital and percentage share of each 
industry. All the industries in each five year phase have also been illustrated. 
The IT and ITES, allied and other industries have the biggest share in the 
second phase while the manufacturing and allied industries have major chunk 
in the first five year phase. Finally in third phase foremost role played by new 
and emerging service sectors is noticeable. Table highlights the importance of 
manufacturing and related services in the first five years i.e. from 1992 to 
1996. The average percentage share of manufacturing sector in the said phase 
stood at 28.45 percent which then decreased to the level of 11.04 percent and 
13.52 percent respectively in the other consecutive two phases. Among the 
services the financial services gained a share of 4.03 percent in the first phase 
and have shown an increase of 14.52 percent at the end. The case of agriculture 
and related sector showed a continuous decline in all the phases due to the 
reluctant attitude of Venture Capital investors towards the agriculture. The 
media and entertairmient industries attracted the investment amounting to 
US$190 million in the second phase with a percentage share of 32 percent. On 
the whole from the sector specific analysis of Venture Capital it can be inferred 
that the investment pattern is volatile during the period under reference. The 
study further combines those 12 sectors into three important segments. 
Table-7.4 supported by figures-7. land 7.2 present the combined industry 
wise investment trends of Venture Capital investment along with index 
number, growth rate and percentage share.in the total. The table is showing 
crystal clear picture of the total industry wise investment of Venture Capital in 
the post LPG era. The total investment has been classified into three sectors i.e. 
production, IT, and services other than ITES. 
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From table it is inferred that the total production sector has a vital role in 
promoting Venture Capital industry in India in the initial years of the post 
liberalisation regime. In the year 1992 the Venture Capital availed an amount 
of US$ 47.22million with percentage share of 45 percent. Almost an equal 
share was availed by the services sector in the same year. 
The IT and IT related services attracted only 13.11 percent share in the 
year 1992 which however occupied the front seat in later years. The shifting 
trend in sectoral Venture Capital investment started in the years 1995 and 1996. 
The importance of IT increased in these years until 2001. The amount of 
Venture Capital investment increased to 28 percent in the year 1997 and further 
in 2001. It has availed huge investment of US$ 715.14 million registering a 
growth of 174 percent and 16 percent respectively in these years. The index 
number amovmted to 5266 points standing at its peak in case of IT related 
services with a percentage share of 76 percent., Later years 2002 and 2003 
witnessed a negative growth in case of the said sector. The year 2006 
nevertheless showed recovery registering growth of 243 percent with share of 
23.54 percent. 
In case of production sector during the period under reference 
investment was shrinking. The years 1992, 1993, 1994, and 1995 experienced a 
normal growth in production sector in Venture Capital investment. In the later 
years the share of production in total decreased to 40 percent from 48 percent 
in the year 1996. Then it again plummeted to 36 percent in the year 1997 and 
19.35 percent in the year 1999. After 2003 the sector showed a slow recovery 
from its downward trends and in the year 2006 the production sector played an 
important role atfracting investment of US$1702 million out of the total 7500 
million i.e. 22.7 percent of the total. 
In case of service sector it is evident that it is a period of boom for this 
sector. The sector was not active in the beginning of the period of the study 
under review. In the year 1992 the traditional service sector attracted an 
investment of US$42 million which was almost 42 percent of the total Venture 
Capital in vestment made in that particular year. Later the investment in 
services other than IT increased to US$47 million but the share was only 35 
percent of the total. In the year 1998 the share of services further decreased to 
31 percent amounting to US$ 180 million. On an average the sustainable 
growth was maintained by the sector except the years 2001 and 2002. The third 
phase of post liberalisation witnessed the emergence of new and high tech 
services followed by the reforms policy of central government which made 
Venture Capital more attractive especially services other than IT sector. In the 
year 2003 the investment of Venture Capital in service sector amounted to 
US$400 million with a percentage share of 85. Further it increased to US$ 749 
million in the year 2005 and US$ 1074 million in the year 2005, US$ 
4030million in the year 2006 with a predominant role in total Venture Capital 
investment with a percentage share of 53 percent and a historical growth of 275 
percent. On a whole, it can be inferred that the service sector including IT has 
the vital role in the promotion of total Venture Capital in post liberalisation 
period. The average investment of the Venture Capital for the total period 
under reference amounted to US$ 325million for IT and ITES (30.05 percent), 
US$251.08 m production (30.1 percent), and US$506 million (39.9 percent) in 
services. The service sector including IT and ITES amounted to US$831.23 
million with 70 percent share in the total Venture Capital for the period under 
reference. This drew attention to the services led growth of Indian economy .^ 
Among the service sector telecom and entertainment had the major role in the 
boom in Venture Capital investment in the regime of second generation 
reforms . The manufacturing sector including agriculture and allied is no longer 
attractive for investment in comparison with the total service sector. The 
figures-7.1 and 7.2 have the pictorial representation of sector specific 
investment of Venture Capital in India after liberalisation. The sector specific 
investment of Venture Capital has revealed a shift fi"om one sector to another 
sector. To analyse the shift in the trends it is necessary to check phase wise 
pattern and trends in Venture Capital for the entire period under reference. 
Therefore the study is giving emphasis on three quinquannial phases. 
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The following paragraphs have been devoted to make analysis of Indian 
Venture Capital investment in phased manner. Table-7.5 indicates the industry 
wise investment of Venture Capital in the first phase of post liberalization and 
globalization regime i.e. from 1992 to 1996. 
In this phase production sector is more evident. The years 1993 and 
1994 attracted an amount of US$ 68.23 and US$ 88.76 million with a growth 
of 44 percent and 30 percent respectively. The investment in services also 
showed the same trend attracting US$47.67 million and US$68.9 million with a 
growth of 11.51 percent and 44.54 percent for the same years. The IT and ITES 
had the smallest share in the first phase. The share of IT in the said years was 
only 13.8 percent and 13.5 percent respectively. In the year 1996 i.e. the last 
year of the first phase investment amounted to US$68.2million in IT, US$ 
114.80 million in production, and US$98.71 in services sector. The average 
investment of these sectors indicate the importance of production sector i.e. 
US$ 83.41million with an average growth of 20.43 percent and share of 46.91 
percent. In case of services the same amounted to US$ 66.54million with 
growth 19.32 percent and share of 37.34 percent respectively. The average 
investment in IT services registered 30.68 percent with an average growth of 
44.93 percent and percentage share of 15.75 percent. But the potential of IT 
and ITES had provided a signal for the next generation registering growth of 
139 percent in the last year of the first phase i.e. 1996. 
The descriptive statistics of the sector specific analysis of first phase of 
post liberalisation period present the pattern of investment of Venture Capital 
in the sectoral categories. CAGR of ITES peaked up to the highest level; 
indicating that the pattern of investment is in favour of other sectors also but IT 
would be key role player of next phase. CAGR of production, and services 
stood at 23.86 percent and 23.64 percent respectively registering the growth at 
the level of maturity in production sector. Comparison of standard deviation 
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and coefficient of variance also indicates the immense growth of IT and IT 
enabled services during the referred period. The figures-7.3 and 7.4 support 
table 7.5 in sector specific analysis of Venture Capital financing in India in the 
first phase of post liberalisation period. 
Table 7.6 has emphasized on the industry wise investment trend in 
Venture Capital investment in the second phase of post LPG era i.e. from 1997 
to 2001. In the second phase the importance of IT and ITES increased attaining 
a growth of 219 percent, 203 percent and 174 percent in the years 1998, 1999 
and 2000 respectively. The global IT boom in the mid 1990s influenced the 
Indian Venture Capital industry to go ahead of all other sectors under review. 
In the year 1998 the venture investment in IT amounted to US$73.5 million 
which increased to US$222.95 million in the year 1999. It further increased to 
US$611 million in the year 2000. The index number of IT stands at 5266 point 
in the year 2001 when the IT availed the largest share of total Venture Capital 
with 76 percent. In case of production in the year 1998 it amounted to 
US$97.95 million with a percentage share of 39 percent. However, it decreased 
to US$ 96.75 million in the year 1999 with a percentage share of 19.35 percent. 
In case of service sector the trend is stagnant with a normal growth and 
percentage share where it was 1/3'^ '' of the total Venture Capital in the year 
1997 and remained at the same level up to 1999. It increased to 41 percent in 
the year 2000. The last year of the second phase witnessed a sudden fall in case 
of services which amounted to US$ 204.47 million with a negative growth of 
81.74 percent. 
The average investment of Venture Capital in each segments stood at 
US$ 329.2million, US$ 85.72 million and US$ 170.48 million respectively in 
IT and ITES, Production and services. In comparison of the index numbers the 
IT and enabled services was at peak with 5266 whereas it was only 284.73 and 
204 in production and services which reveals the stagnant growth of both the 
sectors. 
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The statistics furtlier show a higher growth rate of investment in IT and 
enabled services with a compound growth of 145 percent. Production sector 
also experienced commendable growth with CAGR of 50 percent whereas the 
production has the least contribution in the total Venture Capital investment. 
The standard deviation of IT i.e. 315 and CV percent of 95 percent indicate 
immense growth of Venture Capital in IT and enabled services. 
The standard deviation and CV percent in case of services also 
emphasises the high growth in this sector. The figures-7.5 and 7.6 are 
diagrammatic presentation of the sector specific Venture Capital investment in 
the second phase of post liberalisation i.e. from 1997 to 2001. (Table 7.6) 
The basic reason for this IT boom can be ascribed to the introduction of 
internet and cellular services in India in the year 1995. The global IT boom in 
the 1990s also had the positive impact on the Indian service sector in the 
second phase. Later the international events, such as, 9/11 attacks, international 
economic recession, followed by the stock market slumps affected the Indian 
Venture Capital investment. In the year 2004, nevertheless the Venture Capital 
investment witnessed a recovery trend with the strong support of services 
sector besides IT. The recovery was witnessed only due to the emergence of 
new service sector and continuous investment made by foreign Venture Capital 
players in these industries. 
Table-7.7 reveals the pattern of sectoral investment of Venture Capital 
in the third phase of post liberalisation regime i.e. from 2002 to 2006. Table 
indicates the industry wise investment of Venture Capital in third phase 
showing the importance of new and emerging service sectors. Global trend has 
also influenced the investment. Total Transformation process started as an 
indicator of integration of Indian Venture Capital industry with world venture 
capitalist practices. Whatever trend is going on across the globe, especially in 
the developed countries the similar trend was followed by Indian Venture 
Capital industry too. 
According to the tabular analysis, the service sector has gained 
investment amounting to US$153.05 million in the year 2002 which further 
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increased to US$400 million in the year 2003 registering a growth of 85.23 
percent. In comparison to the percentage share of services in both the years it is 
evident that the increase is noticeable with 85 percent whereas it was only 25 
percent in the previous year. The succeeding years further demonstrate the 
increase in service sector which amounted to US$ 1752 million in the year 
2004 with a percentage share of 45 percent. It further increased to 53 percent in 
the year 2006. In case of IT and enabled services the trend is a bit down turn if 
compared with service sector during the same period imder reference. 
In the year 2002 the share of IT was 56 percent which amounted to 
US$336 million. In the year 2003 the Venture Capital investment in IT sector 
had a negative growth of 83 percent declined to US$ 55 million. However, the 
sector recovered in the years 2004, 2005 and 2006 with an investment of US$ 
407 million, US$ 514 million and US$ 1765 million respectively. It also had a 
positive growth in these years with an average growth of 163.77 percent for the 
referred period. In case of production sector Venture Capital investment 
registered negative growth in the year 2003 with an investment amounting to 
US$13.82 million which later recovered in the year 2004 with a share of 30 
percent. Later in the year 2006 the production sector registered a share of 22.7 
percent with an investment amounting to US$1702 million. 
The overall pattern and trends in sector specific Venture Capital 
investment in the third phase is in favour of emerging service sector. The 
average investment in service sector amounted to US$1281 million with 
percentage share of 51.83 percent highlighting the predominant role in Venture 
Capital investment. The average investment and percentage share in other two 
sectors amounted to US$615 million (28.95 percent) in IT US$584.13 (20.11 
percent). The comparison of three sectors the index number indicates that for 
the total 15 years period under reference, IT sector attained the splendid growth 
with an index number of 12997 conversely it is very less in case of production 
with 3604 and 9426 in case of service sector The figures 7.7 and 7.8 represent 
the pictorial presentation of sector specific Venture Capital investments in the 
third phase of the period under reference. 
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The other statistics of the sector specific analysis, such as, Standard 
Deviation and Coefficient of variance, percentage in case of service sector 
stand at 1575 and 122 percent which indicate that service sector has played 
leading role in attaining commendable growth of Venture Capital investment in 
the era of second generation reforms. The CAGR of the production is higher 
than other two sectors with 156.47 percent. The CAGR in case of service sector 
is only 112.3 percent and for IT, it is 74 percent. However share of different 
sectors in the post liberalisation globalisation period in Venture Capital has 
been wavering. Tables are illustrating a shift from one segment to other 
segment (Table 7.7). 
It is discernible form the forgoing discussion that the current pattern and 
trends in sector specific investment of venture capital does not present the 
uhimate impact of policy measures followed by the liberalisation of the 
economy. Therefore, it is necessary to test the significance of the policy 
measures in the shifting pattern of venture capital investment in India since 
liberalisation. The Researcher has hence formulated a hypothesis to test the 
hypothesis to test the interdependence between the segments. 
7.3. Testing of Hypothesis 
In the following paragraphs, a study is presented for testing the 
hypothesis relating the significance of interdependence between the sectors for 
the entire period under reference. 
"Tlie null hypothesis (Ho) assumes that there is no interdependence 
among the sector wise Venture capital investments i.e. IT and ITES, 
Production and Services in the post liberalization globalization regime 
whereas the alternative hypothesis (Hi) assumes that all the sectors of 
Venture Capital investments are dependent on each other for the period 
under the study". 
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To find out the significance of interdependence between the three 
industrial sectors in Venture Capital financing the multiple correlations 'R' is 
being used and based on the t static of the correlation coefficient the 
significance of the correlation is found to prove the hypothesis. Therefore the 
multiple correlation coefficient of IT to Production and Services would be 
applied in the formula given as under: 
Ri 
l a + 1^3 ~2ri2rj_3r23 
IT& ITES to Production and Services" 
Simi lar ly R Production to IT and ITES and Services ^ n d 
R Services to Production and IT and ITES would also bc Calculated for analyzing the 
influence of each industrial sector to other two. For testing the significance of 
correlation again the t value has been found out by using the formula as given 
under: 
t = ; 2 * Vn— 2 and 
v'l-r-^ 
The summary outcome of the test presented in table 7.8 
TabIe-7.8 
Summary of Coefficient of Correlation and Testing of Significance 
(1992-2006) 
ri2 = 0.979 
r23 = 0.901 
ri3 = 0.886 
Rl.23 = 0.901 
R2.13 = 0.982 
R3.12 = 0.979 
t-statistic = 7.225 
t-statistic = 18.04 
t-statistic = 16.80 
Source: TabIe-7.3 
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From summary table it is inferred that the three sectors i.e. IT, 
Production and Services are positively correlated where all the three multiple 
correlation R are more than 0.90 or 90 percent. The value of t for each sector 
indicates that correlation between the three sectors is significant. 
Though the composition of sectors has been changing over the period of 
time under review in first phase the manufacturing and production was 
dominating the total sectoral investment in venture capital. In the second phase 
IT and ITES became most important and at last the emergence of new services 
picked up the pace of Venture Capital growth. But by the rejection of null 
hypothesis in all three cases where the / value of all the three are more than 
table value at 5 percent level of significance, it is found that all the sectors are 
interdependent as a result they are affecting growth of each other. Because of 
potential of service sector in comparison to other two sectors now it is growing 
more but all the sectors are important irrespective of changing composition. 
The major reason for changing pattern of sectoral investment can be 
attributed to attraction of venture capitalists towards new and innovative 
technologies .In late 90s IT was a new reahn where probability of innovation 
was more but in last 5 years new services started emerging which have huge 
potential of growth as India is going towards knowledge economy so Venture 
Capital investment appears to have been diverted towards this sphere. 
7.4. Conclusion 
The present chapter is based on the sectoral preference of Venture 
Capital investment in India in post liberalisation globalization regime. From the 
analysis it has been found out that investment has shifted from manufacturing 
or production sector to IT and ITES and then towards other services in different 
quinquaimial phases imder reference. The first five years was of manufacturing 
and production industries succeeded by the IT boom in late 1990s. The IT 
boom in the late 1990s led the Venture Capital investors to the find new and 
emerging IT based industries. But in the third phase i.e. from 2002 to 2006, the 
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emergence of new services led Venture Capital to emerge as one of the factors 
for economic developments. India is rising as global hub for cheap services. In 
fine from the analysis on the interdependence of sectors on each other it peters 
out that all the three are positively related and influencing each other in 
positive manner. 
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Chapter-Vm 
PATTERN AND TRENDS IN STAGE WISE 
VENTURE CAPITAL INVESTMENTS 
8.1. Introduction 
The last chapter was devoted to the industry wise investment of Venture 
Capital describing the industrial attractions of Venture Capital industry in India 
and its implications to the Indian economy. The present chapter deals with the 
stage wise investment of Venture Capital industry in India. The stages are 
broadly classified into five stages i.e. Start-up or Seed, Early Stage, Later 
Stage, Expansion or Bridge, and Other. In fact there are many classifications 
made by different authors and experts for the stages of Venture Capital on the 
basis of life cycle of investment. But the present study is taking into 
consideration only these five stages which is widely accepted by the Indian and 
international experts on the subject. 
It is again combined into two i.e. early and later stages, where the first 
two stages start up and early stage comes under the head of early stage and the 
other three are allocated to the later stage. Early stage investment is the life 
blood of the iimovation and technology investments and entrepreneurial 
developments of the country whereas the later stage investments consist of 
investments other than early stage for expansions and modernizations of the 
existing enterprises'. 
8.2 Stage Wise Investment of Venture Capital: Analysis and 
Interpretations 
Tables 8.1 and 8.2 are indicative of the facts that the Venture Capital 
investment in India is moving towards the later stages. The investment in its 
different segments of stages reveals that the percentage share of risk capital i.e. 
the share of early and start-ups are showing a diminishing trend in the second 
decade of post liberalization regime. Early stage financing basically supports 
entrepreneurial development. It is therefore, considered to be the risk capital 
230 
and later stage is meant for modernization and expansions in which risk 
element is not that much discernible. 
Table 8.1 and 8.2 have been prepared to show the total stage wise 
investments of Venture Capital and its percentage share for each stage for the 
post liberalization globalization era of Indian economy i.e. from 1992 to 2006. 
It is discernible that the start up and seed stages were given more emphasis by 
the investors in the initial years then it showed downward trend. In the year 
1992 the share of start-up and seed was 62.25 percent which fell down to 59.52 
percent in the year 1993, 47.76 percent in the year 1996, 12.24 percent n the 
year 2000 and 3.22 percent at the end of the period under reference i.e. 2006. 
The investment amounts to US$ 67 million in the year 1992 which decreased to 
US$28.7 million in the year 2001 and US$ 20.3 million in the year 2003. By 
this trend it can be deduced that in initial years the share of start ups and seed 
was more than 50 percent which is now being evidently neglected by the 
Venture Capitalists in the era of second generation reforms. 
In case of later stage the share is continuously increasing with 26 
percent in the year 1992. It increased to 32 percent in the year 1993, and 48.68 
percent in the last year i.e. 2006 with a total investment of US$ 3639 million. 
Further in case of expansion and bridge stages which are considered to be less 
risky there was a share of 0.9 percent in the year 1992 which increased to 55 
percent in the year 2000. Thus it declined to 48 percent in the year 2005 with 
the investment amounting US$1069 million. 
Tables 8.1 and 8.2 present the total investment of Venture Capital and 
its percentage shares during the referred span of time. The tabular analysis has 
nevertheless not shown real picture of stage specific analysis of Venture 
Capital. It is hence necessary to evaluate the investment in sense of its 
contribution to the entrepreneurial development and expansion separately in 
which one of the basic objectives of the study lies. The total stages have 
therefore been combined into two broad groups i.e. early and later stages. The 
analysis of pattern and trends in stage wise investment of Venture Capital has a 
crystal clear view on shifting pattern of Venture Capital investment. 
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The combined form of early and later stage investments has been shown in 
table 8.3 followed by graphic presentation in figures 8.1 and 8.2.Table is presenting a 
broad view of stage specific investment in Venture Capital in post liberalization-
globalization regime. The shifting pattern of Venture Capital from early stage to later 
stages for the entire 15 years under review can be seen in table 8.3. Table 8.3 is very 
clear about the trend in early and later stage investment, as it shows the importance of 
early stage in the first decade of post liberalization. The investment in later stages 
picked up only after the beginning of the millennium due to some macro economic 
factors. 
From the table it is discernible that the early stage has an investment of US$ 
75.27 million in the year 1992 which increased to US$ 89.62 in 1993, US$127 million 
in 1994 and US$185 million in 1996. The plummeting trend in total Venture Capital 
in 1997 also affected the early stage in the same year which maintained its share of 76 
percent in total investment. Further in the year 1998 the early stage registered 
investment of US$158 million with a growth of 159 percent. In year 2000, it peaked 
up to US$ 342 million registering a growth of 24 percent. Later the trend in early 
stage showed a down fall which amounted to US$77.64 million in the year 2001 with 
a negative growth of 77 percent. Further the investment increased to US$752 million 
in the year 2006 in which the percentage share accounted for only 10 percent of the 
total Venture Capital investment. The early stage was dominant in the year 1992 with 
a share of 72.6 percent which fiirther increased to 76 percent in the year in 1997. In 
the year 2001 the share plummeted to the level of 8.29 percent. The case of later stage 
of Venture Capital financing is just opposite to the trend in early stage. The initial 
years witnessed a nominal investment in later stages of new ventures which amounted 
to US$28.29 million in the year 1992. The investment increased up to US$ 44.85 
million in 1993 and US$95.73 million in the year 1996. Further in the year 1997 it 
came down to US$19.04 million with a negative growth of 80.11 percent. In the year 
1998, later stage witnessed the high growth of 383.19 percent with an investment of 
US$92 million. 
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Later on, the investment in later stage showed a peak of US$6723 million in 
the year 2006 registering a growth of 293.05 percent with a percentage share of 90 
percent with a continuous increase except the years 2002 and 2003. The shares of later 
stage stood at the peak in the year 2001 with 91.72 percent, 2006 with 90 percent, 
2003 with 89.83 percent and 2002 with 86 percent. It stood at the lowest level in the 
year 1997 followed by the years 1992 and 1995 with 27.32 percent and 28.82 percent 
respectively (table 8.3, figures 8.1 and 8.2). 
The average investment of stage wise investment in Venture Capital show the 
least share of early stage with an amount of US$ 220.6 million with a percentage share 
of 44 percent and average growth of 67.64 percent whereas in case of later it is US$ 
859.72 million, 56 percent and 71.46 percent respectively. The index number in case 
of later stage attained the point equal to 24 times of early stage which amounted to 
23674 points whereas it is only 1000 in case of early stage. The trend indicates the 
poor performance of early stage financing as a whole. Figures 8.1 and 8.2 present the 
changing pattern of Venture Capital from early to later stages. For the sake of detailed 
stage specific analysis of the trends through out the 15 years i.e. from 1992 to 2006, 
the total period has been divided into three quinquarmial phases i.e. fi-om 1992 to 1996 
(first phase), 1997 to 2001 (second phase) and 2002- to 2006 (third phase). 
Table 8.4 is based on first phase of stage wise Venture Capital investment. The 
table presents a view that the phase was regime of early stage investments. The year 
1992 was the major year for early stages of Venture Capital financing which 
amounted to US$75.27 million. The investment fiuther increased up to US$185 
million in the year 1996 registering a growth of 29.88 percent along with a share of 
66.02 percent. The index number of 247 points is evidence in favour of the attraction 
of early stages in the first phase of post liberalization-globalization regime i.e. from 
1992 to 2006. In the case of later stage, in the said phase the trend showed consistent 
growth and percentage share for the entire 5 years under reference i.e. 1992 to 1996. 
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The later stage investment in the year 1992 amounted to US$28.29 
million which increased to US$44.85 million in the year 1993 and became 
US$95million at the end of the period under reference. In comparison to total 
Venture Capital growth, the growth of early stage is more noticeable. 
The average investment of US$ 124.21 million with an average growth 
rate of 20.68 percent was registered for the period under reference. In case of 
early stage average percentage share of Venture Capital amounted to 69 percent 
whereas in case of later stage the average investment was only 
US$56.43million with a nominal growth of 30.76 percent registering a 
percentage share of 30.36. In the case of index number, the footstep towards 
the future hike was shown. In later stage index number of 338 was registered 
whereas the early stage experienced only 247 points. 
The other statistics, such as, standard deviation and coefficient of 
variance were 44.68 and 35.49 in early stage and 24.87 and 44.07 in later stage. 
It is discernible that both the stages were stable and much variation was not 
visible for the first five year phase of post liberalisation period i.e. from 1992 to 
1996. The CAGR in case of later stage (31 percent) was a signal of future 
trends. The same in case of early stage was 25 percent. The figures 8.3 and 8.4 
show pictorial view of stage specific Venture Capital investment for the said 
phase 
From the tabular analysis with regard to the stage wise investment of 
second phase of post liberalisation i.e. from 1997 to 2001 is eloquent (table 
8.5). The stage wise investment of Venture Capital reveals that the investment 
is moving towards the later stage. The early stage in this phase is on a 
downward trend. Share of 76 percent in 1997 decreased to 8.29 percent at the 
end of the period under reference i.e. in the year 2001. In the year 1998 the 
early stage investment of Venture Capital amounted to US$158 million 
registering a growth of 63.2 percent which further decreased to (-)77 percent in 
the year 2001. 
The investment amounted to US$ 859 million in the year 2001 with a 
percentage share of 91.71 percent registering a growth of 5.01 percent. The 
240 
average investment in case of later stage stood at US$ 402.82 million, whereas 
it was only US$182.67 million in early stage of Venture Capital for the entire 
period of five years starting from 1997 to 2001. The average growth rate and 
percentage share achieved by the later stage for the said period was 159 percent 
and 53.58 percent respectively whereas it is only 36.05 percent and 46.42 
percent in early stage Venture Capital investments. The index number of the 
early stage also presents the poor performance of early stage i.e. 103 and 3037 
respectively for early and later stages. 
Among the other statistics the standard deviation and coefficient of 
variance of 122 and 67 in early stage investment of Venture Capital indicate 
high variation. The same in case of later stages stands at 405 and 100 which 
indicate its high growth in the said phase i.e. from 1997 to 2001. The CAGR of 
the early stage is of 13.38 percent whereas it is 166 percent in later stage 
indicating the higher growth of the less risky investments in this phase. Figures 
8.5 and 8.6 show the graphical presentation of the stage specific investment of 
Venture Capital for the period under reference. The absence of big players and 
strong government control over the Venture Capital after formation of Security 
Exchange Board of India (SEBI) are responsible for consistent pattern of early 
stage investment of Venture Capital in the first five years of post liberalisation 
i.e. from 1992 to 1996. 
The basic reason behind the shift in the stage wise investment is entry of 
foreign players in the year 1995. The major impact of their entry is selective 
investment which influenced expansion and modernisation stages positively. 
The advantage for foreign players is taxes and duties as they come through tax 
havens counfries like Mauritius. 
The transformation of development banks into pure commercial banks, 
restructuring and privatisation of Indian financial institutions have also affected 
the total Venture Capital market. They transformed their participatory role to 
regulatory role. 
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Table 8.6 presents the stage wise investment pattern and trends for the 
third phase of Venture Capital investment i.e. from 2002 to 2006. The table 
illustrates apparent picture of transformation process in Venture Capital 
investment from early stage to later stage. The investment in later stage of 
Venture Capital in the year 2002 amounts to US$509.43 million which 
increased to US$ 1238 million in the year 2004 registering a growth of 193 
percent with share of 75 percent. In the year 2005 it further enlarged and 
reached up to US$1707m 
The Venture Capital investment accounted for US$6723 million at the 
end of the third quinquannial period of post liberalisation-globalisation. In case 
of early stage for the same period the poor performance was registered which 
amounted to US$80.78 million in the year 2002 which decreased to US$47.8 
million in the year 2003. The comparison of percentage share gives the actual 
figures that in the year 2002 the share of early stage was 13.69 percent which 
increased to 24 percent in 2004 and then plummeted to 10 percent in the year 
2006. The markable share of 86 percent in the year 2002 and 90 percent in the 
year 2006 availed by the later stages indicate that the large chunk of share has 
gone to later stages. The index number of early stage at the end of last five 
years from 2002 to 2006 was at the level of 999 whereas in case of later stage it 
is 2400. The early stage registered 23764 points. The average share of 83 
percent with an average investment of US$ 2119.39 million and a growth rate 
of 101 percent were witnessed in the later stages whereas in case of early stage 
it is incomparable with the later stage. (Table 8.6)The other important statistics 
(table 8.6), such as, standard deviation and coefficient of variance of early 
stage i.e. 294 and 82 percent respectively indicate volatility. Huge difference 
between the minima of 47 and maxima of 752 is also illustrating the same 
trend. The standard deviation and coefficient of variance in case of later stages 
are 2627 and 123 percent respectively which is showing high variation due to 
the immense growth in the said stage. The CAGR of 96 percent of early stage 
is a bit higher than 92 percent of later stage statistically predicts a future 
recovery of the early stage over the later stage investment of Venture Capital. 
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The figures 8.7 and 8.8 present graphical representation as regards stage 
wise investment of Venture Capital in the third phase of post liberalisation i.e. 
from 2002 to 2006. The major reasons behind the immense growth in later 
stages are that after the 9/11 attacks^ and downfall of world stock markets the 
Venture Capitalists started taking precaution in taking risks. The recovery trend 
of total Venture Capital investments in India after 2003 has positively impacted 
the later stages. One of the major reasons of the transformation is the absence 
of strong domestic financial institutions and market regulators. 
Analysis also points out changing tendency of investor's behaviour. 
Now profit has become more important and social responsibility has taken back 
seat therefore the significance of later stages has increased^. (Table 8.6, figures 
8.7 and 8.8) 
8.3. Testing of Hypothesis 
The following paragraphs are devoted to test the hypothesis. 
"The null hypothesis (Ho) assumes that there is no significant 
difference in stage wise investment of Venture Capital in the entire 15 
years period of post liberalisation whereas the alternative hypothesis (Hi) 
assumes that there is significant difference between both stages of Venture 
Capital investment". 
For the detailed analysis as regards the shift in distribution, coefficient 
of skewness has been used upon the percentage share of both early and later 
stages investment. The coefficient of skewness has been taken as: 
Coefficient of Skewness = Mean-Mode/Standard Deviation 
By applying the. skewness equation on the percentage shares of stage 
wise investment of Venture Capital for the entire period of 15 years i.e. from 
1992 to 2006, the following summary table emerges 
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Table-8.7 
Summary of Descriptive Statistics of Skewness 
Early Stage 
Later Stage 
Valid N, list 
wise 
N 
Statistic 
15 
15 
15 
Minimum 
Statistic 
8.29 
23.80 
Maximum 
Statistic 
76.20 
91.71 
Mean 
Statistic 
43.9480 
56.0520 
Std. 
Deviation 
Statistic 
27.1111 
27.1111 
Slcewness 
Statistic 
-.188 
.188 
Std. 
Error 
.580 
.580 
Source: Analysis from Table- 8.3 
The data set out in table 8.7 indicates that the coefficient of skewness of 
the percentage shares of the early and later stages, both are asymmetric and 
near '0'. The distribution of early stage is negatively skewed but the sk statistic 
of the later stage is 0.188 which is positively skewed that indicates the negative 
Skewness of the early stage has resulted in positive skewness of later stage. 
From The above results of coefficient of skewness, it is inferred that the null 
hypothesis is rejected. Owing to rejection of null hypothesis it has been found 
out that share of investment has not been the same in both stages but it is 
moving from one stage to other stage or skewed towards particular stage i.e. 
later stage. The shift which took place between the stages of Venture Capital 
investment is unfavourable for entrepreneurial development in the country. If 
the trend continues for a long period the domestic entrepreneurship will be 
adversely affected. The reason behind the shift from the early stage to later 
stage is mainly risk aversion. The investors have become more risk averters 
due to the changed environment of the world for investment especially after 
2000^ 
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8.4. Conclusion 
The chapter discusses the trend in stage wise investment of Venture 
Capital in India in the post liberalisation regime. The total five stages of 
Venture Capital investment i.e. seed or start-up, early, later expansion and 
modernization and others, have been broadly combined into two groups for the 
sake of analysis i.e. early and later stage. The total 15 years of post 
liberalisation regime i.e. from 1992 to 2006, has been divided into three 
quinquarmial phases for analysis and evaluation of the pattern and trends. The 
phase wise analysis of the study indicates that the mass shift from early stage to 
later stage started after 2001 specially as a result of few international events , 
such as, 9/11 attacks and downfall of international stock indices which have 
made investors more cautious . The study has further found out that the risk 
element of the early stage investment led the investors for this shift. The 
Venture Capital is basically meant for innovative entrepreneurship which is 
totally being neglected by the investors. Increasing investment for 
modernization and expansion, mergers and acquisition is beneficial for Indian 
economy as a whole but neglecting of start-ups and seed stage is a challenge 
for the Venture Capital in promoting entrepreneurship. 
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Chapter-IX 
PATTERN AND TRENDS IN REGION SPECIFIC VENTURE 
CAPITAL INVESTMENTS 
9.1. Introduction 
The previous chapter was devoted to trace out the stage wise pattern and 
trends in Venture Capital investment in India since liberalization. The chapter 
made a solemn attempt to touch all the aspects regarding stage wise investment 
in a broad manner. In the present chapter, the Researcher has made an earnest 
attempt to find out the regional attraction of Venture Capitalists and their 
choice of hotbeds for the purpose of investments. 
India is in fact combination of different demography and diversified 
culture. In every region, political environment, social values and traditions are 
different. In all kinds of investments the influence of these diversified culture 
and political environment is predominantly seen which play a vital role in 
attracting investments from various sources. Some regions are more important 
and some are less important due to the overall business environment including 
of course, the social policy and economic environment. It is therefore necessary 
to take into account those facts while analysing the pattern and trends in 
Venture Capital investments in terms of regions. For the sake of analysis the 
total states are divided into five regions as North, South, East, West and 
Central and also Unknown where the first four is very important and the 
Central and Unknown do not carry that much importance they include the 
newly established states and other union territories along with Unknown 
regions or undivided or unidentified areas. In any case investment should be 
made in a balanced manner to ensure the regional balance all over India, but in 
most of the cases that is neglected by the public as well as private and joint 
sectors. Therefore in the analysis of Venture Capital investments the 
importance of region wise analysis is very necessary. The total 28 states and 
union territories have therefore been classified into five regions'. 
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Table-9.1 is the classification of the states according to the regions 
among that the Central and Unknown states are those union territories 
other than Delhi and Puducherry and newly established but not identified for 
the investment classification and also the states which are not specified in any 
regions and joined areas which cannot be identified as a separate state. Table 
has been prepared on the basis of the Venture Activity Reports of Indian 
Venture Capital Association (IVCA). Three new states as mentioned came into 
existence after the publication of purported reports. 
Table-9.1 
Classification of Regions and States at a Glance 
North 
Madhya 
Pradesh 
Uttar 
Pradesh 
Haryana 
Punjab 
Delhi 
J&Kand 
HP 
South 
Kamataka 
Kerala 
Tamil Nadu 
Kamataka 
Puducherry 
Andhra 
Pradesh 
West 
Goa 
Maharashtra 
Gujarat 
Rajasthan 
Central & 
Unknown 
Chattisgarh 
Charkhand 
Union territories 
Other undefined 
areas 
East 
Nagaland 
Meghalaya 
Assam 
Arunachai 
Pradesh 
Sikkim 
Orrisa 
Bihar 
West 
Bengal 
Tripura 
Mizoram 
Manipur 
Source: Venture Activity Report, 1993 and Venture Capital Year Book, 2003(IVCA, 
New Delhi) 
9.2 Region Wise Venture Capital Investments: Analysis and 
Interpretations 
By a cursory look at the Venture Capital investments trends as 
discernible from the data set out in table-9.2 it is understood that the first three 
regions i.e. West, North and South are more attractive than East, Central 
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and unknown. Therefore, the total regions are again arranged as per the 
importance of investments in which one is considered the hotbeds and the other 
is less attractive regions even if there are 11 states under the category of 
Eastern region. 
Tables-9.2 (a&b), show the actual scenario of Venture Capital 
investment in regional perspective after the initiation of the liberalization 
process in July 1991. The pattern and trends in Venture Capital investments 
have been bifurcated into two segments on the basis of its attraction. The 
analysis of tables reveals a different set of trends more than half of the states 
are covered under the less attractive category. The North East and Eastern 
states are mainly categorized in this regional classification. Therefore it can be 
inferred that the total Venture Capital investment is concentrated in a few 
selected states. This attentiveness may be on account of availability of 
infrastructural facilities in these states. 
From the tables, it has been found out that among the five regions of 
India the Venture Capital has its attraction towards West where the states, 
such as, Gujarat and Maharashtra are located, succeeded by Southern India and 
Northern region respectively. But in case of East and Central, investment is 
comparatively very less. In percentage share also comparison of central and 
unknown is more than that of East . In fact, on the basis of total period under 
review the regional comparison shows the domination of South and West. 
The year 1992 witnessed an investment of US$34.48 million in Western 
region with l/S*^** percentage share. The amount of investment increased to US$ 
51.32 million and US$70.78 million in succeeding years i.e. 1993 and 1994 
registering a growth of 48 percent and 37 percent respectively. In the 
succeeding years it increased to US$ 109 million in 1996 and US$ 489 million 
in 2000 registering a growth of 136 percent. Further the investment attained the 
highest peak in the year 2006, amounting to US$ 3702 million registering the 
growth of 290 percent. In comparison of the percentage share of Western 
region it is seen that it achieved the highest growth of 50 percent in the same 
year. 
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The South attracted the biggest share of investment in the initial years. 
The region could attract investment of US$ 60 million in the year 1993, US$ 
115 million in the year 1996, US$ 431 million in the year 2000 and finally it 
reached US$ 1592 million in the year 2006 registering a growth of 122 percent. 
The percentage share in case of South decreased to 44 percent in the year 
1993 from 48 percent in 1992 and further in the year 1997 it again declined to 
39 percent which at the end of the 15* year i.e. 2006 stood only at 21 percent. 
The trend patently shows the diminishing importance of Southern region. 
In the case of North, investment amounted to US$14.43 million in the 
year 1992 which increased to US$ 31.59 million in the year 1996. The venture 
investment further increased to US$ 166 million in the year 2000. In the last 
year i.e. 2006, the total investment was made in Northern region amounting to 
US$ 1883 million registering a whopping growth of 424 percent. By 
comparison of percentage share it is witnessed that the North has got the 
biggest benefit, it was only 14 percent in the year 1992 which increased to 16 
percent in the year 2003, and finally attracting almost the IM"" of the total 
investment in the year 2006. The index number comparison shows the actual 
picture of growth which amounts to 10736 points in case of West, 3258 points 
in South and 13049 points in case of North indicating the maximum growth 
potential of Northern region. The average investment in West stood at US$ 
488 million registering a growth of 68 percent with a percentage share of 40 
percent whereas in case of North and South it amounts to US$213 million and 
US$314 million, with a growth of 76 percent and 50 percent respectively. The 
percentage share of 14 percent and 37 percent during the same period directly 
highlights the diminishing trend of Venture Capital investment in Southern 
region and mounting investment in Northern region. 
Table-9.2(b) indicates that the Western region registered the poor 
performance in attracting Venture Capital even if it consists of 11 states 
including that of West Bengal. 
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The table is very evident that the share of Eastern region ranging in 
between 3.73 percent to 1.74 percent with an average investment of US$19 
million registering an average growth of 107 percent and percentage share of 
2.53 percent in the entire period of post liberalization i.e. from 1992 to 2006 by 
no account of satisfactory. On the other hand the Central and Unknown 
region had an average investment of US$43 million with average growth of 69 
percent and percentage share of 4.29 percent for the entire period under 
reference. In comparison with the total Venture Capital growth, the growth of 
North and West can be considered to be the accelerated one. The graphical 
presentation of tables 9.2 (a & b) has been made in four separate figures i.e. 
9.1, 9.2, 9.3 and 9.4 where the first is for the total investment in million dollar 
and second is for index numbers third for growth rate comparison and forth one 
for the percentage shares. 
The major reason behind the regional shift of Venture Capital 
investment is emergence of new metro cities in Western region and North. 
The Southern region has the metros, such as, Chennai, Hyderabad and 
Bangalore whereas in Western region the extended growth of Mumbai, Pune, 
Surat and other areas of Gujarat, has influenced on the attraction of Venture 
Capital investment. The case of North is also similar as the development in 
National Capital Region (NCR) with the emergence of New Okhla Industrial 
Development Authority (NODDA), has effected the investment. The basic 
reason behind the avoidance of Eastern region is high risk and political 
instability of those states. The continuous tension in those areas has also a 
negative effect. 
For the sake of detailed analysis of, the pattern and trends in regional 
perspective of Venture Capital, it needs to be divided into three quinquannial 
phases as presented in the other preceding chapters. Therefore, the Researcher 
further classifies the total 15 years period into three phases i.e. from 1992 to 
1996, 1997 to 2001 and the last phase for 2002 to 2006. 
Table 9.3(a«&b) presents region wise investment of Venture Capital in 
the first phase of post liberalization-globalization i.e. from 1992 to 1996. The 
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investments of Venture Capital in Western region in the years 1992, 1993, 
1994 and 1996 stood at US$ 34 million, US$51 million, US$70 million and 
US$109 million registering a growth of 39 percent in the year 1996. The case is 
more sensitive in case of Northern region; it was only US$ 14.43 million in the 
year 1992 which increased to US$31.59 million in the year 1996 registering a 
growth of 33 percent. South had the highest share in the year 1992 with an 
investment of US$48 million with 48 percent. The later years under reference 
witnessed the diminishing trend in percentage share of South which registered 
to 41 percent in the year 1996. 
The other regions, such as. East , Central and Unknown registered 
the dissatisfactory performance throughout the first phase i.e. from 1992 to 
1996. The index number comparison of all the regions represents that the 
West is having the highest growth with an index number of 318 points 
followed by, East -270, South -236 and North -218 points. The average 
investment of the West stood at US$68 million registering an average 
growth of 27 percent, and percentage share of 37 percent. The same is true in 
case of North, investment made to the tune of US$22.1 Im, with the growth of 
17.75 percent and 12.65 percent respectively. The South had an average 
investment of US$78 million with a growth of 19.61 percent, and 44.41 percent 
share of the investment for the referred period. 
Other statistics such as standard deviation and coefficient of variance 
percentage in case of West is 28 and 41 which do not indicate much 
variation. But in case of South and North the Standard Deviation (hereafter 
SD) and CV percent come out to be 25 and 33, 6.5 and 29 respectively. The 
CAGR comparison gives a favourite futuristic view of West with 31.5 
percent, followed by East with 27.76 percent. South -23.4 percent and North 
with 20 percent. The figures 9.5 and 9.6 show graphical presentation of the 
Venture Capital investments in regional perspective for the said phase brings 
out clear trends in investment in these regions.. 
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The Researcher is of the opinion that the consistent trend in all the 
regions may be on account of absence of much Venture Capital players in the 
picture. The strong government control over the Venture Capital funds has also 
affected the pattern of investment in Venture Capital in the first phase of post 
liberalisation period i.e. from 1992 to 1996. 
Tables-9.4 (a & b) present regional pattern and trends in investment of 
second phase of post liberalisation period i.e. from 1996 to 2001. In the second 
phase the share of Southern region is continuously decreasing. In the year 1997 
the investment in South amounted to US$31.2 million which increased to 
US$95.75 million in the year 1998 without any increment in percentage share 
which registered 38 percent. Finally, in the year 2001 the investment in 
Southern region stood at US$338 million registering a negative growth of 21 
percent. The percentage share also decreased to 36 percent in the same year 
from 39 percent in the year 1997. The West attracted the maximum 
investment of Venture Capital in the year 2000 amoimting to US$478 million 
registering a whopping growth of 136 percent. It is further discernible that the 
investment decreased to US$389 million in the year 2001. The North in the 
second phase i.e. fi-om 1997 to 2006 however registered a stable trend; it was 
only US$9.78 million in the year 1997 and then increased to US$166 million in 
2000. A share of 12.23 percent in the year 1997 rose to 15.65 percent in the 
year 2001. The average investment in Western region amounted to US$240 
million with a growth of 86 percent and percentage share of 40.66 percent. The 
same trend is witnessed in South which amounted to US$217m, with a growth 
of 82 percent and percentage share of 37 percent, north amounted to US$82m, 
with growth of 92 percent and percentage share of 13.21 percent respectively. 
On the whole trends in investments point out the domination of West and 
gradual growth of Northern region during the period under reference. 
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The cases of East and Central for the same phase i.e. from 1997 to 
2001 are showing that Eastern region is still under deferment and the average 
investment of East stood at US$7.74 million with a growth of 108 percent 
and percentage share of only 2.1 percent. On the other hand the Unknown 
and Central region had an average percentage share of 6.21 percent. The index 
number comparison highlights that Western region with 1028 and Unknown 
and Central with 1563 have potential of growth. The index numbers of 1016 in 
North and 693 in South are showing a growth trend which is not equal to the 
above said regions. 
The other statistics, such as, standard deviation, and Coefficient of 
variance percentage in West i.e. 189 and,78 percent indicate the variation in 
the said phase i.e. from 1997 to 2001. The same in case of South i.e. SD with 
166 and CV percent with 76 percent indicate the negative variations. The North 
has the standard deviation and variance percentage of 70 and 85 percent. This 
indicates the less variation in comparison with other two. The CAGR of the 
North is seen to have registered 105 percent. South 87 percent and West 92 
percent respectively. This highlights the high compound growth of Northern 
region in comparison to the other regions. The descriptive statistics of the other 
regions, such as. East, Unknown and Central also indicate the less importance 
of these regions in the second phase of post liberalisation. The graphical 
presentation of this regional imbalance has been shown in figures 9.7 and 9.8. 
The basic reason behind the diminishing trend in South in the second phase is 
the development of new avenues of venture investments. 
The insurgency and other political issues resulted in the negligence of 
Eastern region where Calcutta has played the major role in maintaining the 
venture investment in that region. Individually the share of North Eastern 
states is equal to almost zero to a certain extend. 
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Table-9.5 demonstrates the regional perspective of Venture Capital for 
the third phase of post liberalisation i.e. from 2002 to 2006. Table shows clear 
view that Venture Capital investment further moved towards North with a 
negative trend in Southern region. The investment of Venture Capital in West 
amounted to US$ 246 million in the year 2002 which then declined to US$194 
million in the year 2003. It however has gained the historical investment of 
US$3702 million at the end of the final phase i.e. in the year 2006 registering a 
growth of 290 percent. 
In the case of South it was slightly negative, the investment in the year 
2002 stood at US$206 million which declined to US$ 167 million and then 
revived with US$548 million in 2003. At the end, it however has received 
investment of US$1592 million registering a growth of 72 percent. The 
percentage share comparison of South and North highlights that the Southern 
region registered share of 35 percent in 2002 which plummeted to 21 percent in 
the year 2006 whereas the West stood at 50 percent in the year 2006. 
The North registered the maximum growth in this phase i.e. from 2002 
to 2006 with investment amounting to US$86 million in the year 2002 which 
peaked up to the tune of US$1883 million in the year 2006 registering a 
splendour growth of 424 percent along with a percentage share of 25 percent. 
The average investment in the West amounted to US$1157 million whereas 
in North it is US$534 million which is not less than the amount of South i.e. 
US$646 million. The average growth for each region stood at 112 percent, 72 
percent and 141 percent respectively during the referred span of time. 
In the case of other regions, such as. East, Unknown and Central, the 
average Venture Capital investment amounted to US$44 million and US$90 
million respectively registering a growth of 207 percent and 72 percent in the 
third phase i.e. from 2002 to 2006. The index numbers of all the five regions 
highlight that the Northern region stands at first place with 13049points, 
followed by Western region with 10736 points and 5122points of Unknown 
and Cenfral region. The South and East have 3258 points and 3430 points 
respectively. 
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The standard deviation and coefficient of variance percentage of North 
are 763 and 142 indicating the high variation between the yearly figures. In the 
case of South the same is 576 and 89 respectively which indicate the negative 
variation. For the West the standard deviation and coefficient of variance 
percentage come to 1456 and 125 indicating high degree of variation. The 
CAGR and the maxima in case of Eastern region followed by Northern region 
are 137 percent and 116 percent respectively which provide positive signal for 
prospective Venture Capital investment in regional perspective. In near future, 
it is expected that the Venture Capital may register very high growth rate 
provided the potential of these two regions are appropriately tapped. Among 
the CAGR of other regions South registers the minimum with 73 percent and 
West with the highest of 101 percent, it is a symbol of maturity of Venture 
Capital investment in those regions. 
9.3. Testing of Hypothesis 
The following paragraphs deal with the test of hypothesis 
''The null hypothesis of the study (Ho) assumes that there is no 
variation in Venture Capital investments in the five regions under 
reference i.e. South, East, West, North and Central for the entire 15 
years since liberalization. On the other hand, the alternative hypothesis 
(Hi) assumes that there is variation in Venture Capital investments in the 
five regions. In other words the Venture Capital investments for the entire 
15 years since liberalization in all the five regions has not changed as 
assumed in the null hypothesis and the rejection of null hypothesis would 
result in accepting alternative hypothesis". 
To find out the variation in the five regions i.e. Analysis of Variance 
(ANOVA) has been applied. From the detailed analysis the following summary 
emerges. From table-9.6 which deals with Analysis of Variance (ANOVA) test 
between the groups and within the groups the F-statistic is 2.277 which is 
2«2 
insignificant at 5 percent level of significance. It has hence resulted into 
acceptance of the null hypothesis or in other words it can be said over the 
period of 15 years there has not been significant variation in particular region, 
share of different region has not changed significantly , such as, Eastern area 
was neglected region 15 years back and it is still the same. 
TabIe-9.6 
Details of Analysis of Variance in Region Wise Investment of 
Venture Capital (1992-2006) 
Between Groups 
Within Groups 
Total 
Sum of Squares 
2286005.374 
17569662.469 
19855667.843 
Degree 
of 
freedom 
4 
70 
74 
Mean Square 
571501.343 
250995.178 
F 
2.277 
Significa 
nt@ 
.070 
Source: Table 9.2 (a&b) 
From these resuhs it is summarized that there are many factors which 
have affected the regional attractions. Amongst the five regions West and 
South is the most attractive region since beginning and others are improving 
very slowly which is not due to initiation of any policy measures but due to the 
environment of the particular region mainly political environment. The special 
circumstances of the Eastern region, such as, insurgency in North Eastern 
states, fear of investors due to the communist party administration in West 
Bengal, lack of political will in Bihar and Orissa and the whole Eastern region 
is lagging behind if compared with the rest of the country in infrastructure; are 
important factors which did not allow Venture Capital to develop in the region. 
On the other hand, the regions of north especially Uttar Pradesh have been 
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facing political upheavals. Other states of the North have performed well in 
stabilizing the growth of Venture Capital. But in comparison to South or 
West their policy is less attractive for Venture Capital investments. In South 
and West there has been investor friendly atmosphere. Like Northern or 
Eastern region there has been no problem due to communal and caste based 
politics^. 
The appendix-9 shows top cities of Venture Capital attractions and 
number of deals in 2006. All those cities are situated in South and West 
except Delhi/National Capital Region (NCR). The share of the cities, such as, 
Mumbai, Bangalore, Chennai, Hyderabad and Pune is leading country's total 
Venture Capital investment^. 
9.4. Conclusion 
The chapter is designed to identify region wise pattern and trends of 
Venture Capital financing in India. For the sake of analysis whole India has 
been divided into five regions and three quinquannial periods. In all the three 
five yearly phases almost same trend has been seen that although investment 
has increased in all the areas but the difference is more or less still the same , 
such as, Eastern region was not considered good by investors in the begirming 
of the period under study. For this discriminatory behaviour of the Venture 
Capitalists overall business environment of the different states is responsible 
because investors are always risk averters. 
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Chaptex-X 
FINDINGS, SUGGESTIONS AND RECOMMENDATIONS 
10.1. Introduction 
This chapter brings out major findings including the problems and 
prospects of Venture Capital industry in India. The suggestions along with the 
strategies for overcoming the existing problems, coping with challenges have 
also been offered for further promotion of Venture Capital industry in India. 
10.2. Findings 
From the hypothesis of the study regarding the impact of liberalization 
on total Venture Capital investment, it has been inferred that the pre 1996 
policy reforms have not affected the Venture Capital investments in India 
since liberalization. From the coefficients also it is indicative of the fact that 
the total growth in Venture Capital has taken place with the passage of time. 
On the other hand, from the second observation of the policy reforms made in 
between 1997 and 2001 it is visible that it has not affected the growth of 
Venture Capital investments whereas the impact is significant in case of 
which time indicates that whatever growth has taken place in the Venture 
Capital investments since liberalization till 2006 is in accordance with time 
factor. The models representing both the policy reforms after liberalization 
i.e. 1992 to 1996 and 1997 to 2001, have proved that there is no clear impact 
of the policy on Venture Capital investments. R-square is also very less which 
is 34-36 percent. Nevertheless the Researcher feels that although, it is 
statistically not proved but the policy packages introduced from 1996 to 2001 
maintained and sustained the growth pattern of Venture Capital investment 
besides the time factor. 
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From the second hypothesis regarding the deal size Venture Capital by 
its first model it can be safely deduced that the policy reforms in the first 
phase i.e. from 1992 to 1996 has not affected in making the attractive deals as 
well as more productive Venture Capital investments in the post liberalization 
globalization regime. On the other hand, the second model as regards the 
1996 to 2001 policies has shown significant influence of policies on the 
average deal sizes. Now investment is going towards big deals showing 
tendency of investors that they are not ready to take risk because big deal 
means it will be for the existing establishments or in other word for later 
stages. In case of total venture capital, the Researcher has observed that the 
policy packages of 1997 to 2001 were not demonstrating influence, but in 
case of average deal size the policy has impact. The reason for the both can be 
attributed to the 9/11 attacks. The event has changed the investors' behaviour 
all over the world and India is not an exception. There should have been 
positive impact of 1997 to 2001 policies on total Venture Capital investment 
but it could not happen since the positive influence was neutralised by the 
event of 9/11. On the other hand, the 9/11 attack impacted positively along 
with positive impact of the policies on deal size investment because the event 
made the investors more risk averters as the small deals are more risky 
whereas, the element of risk is less in big deals. So, the investors moved 
towards big deals. 
The testing of third hypothesis as regards the interdependence of 
industry wise investment of Venture Capital has indicated that there is a shift 
in Venture Capital investment in post-liberalisation globalisation regime. The 
interdependence between the three combined industries i.e. IT& ITES, 
Production and Services has been observed through the test of multiple 
correlations. 
The analysis as regards fourth hypothesis regarding the shift in stage 
wise investment of Venture Capital has shown a shift of investment from one 
stage to another from the results of coefficient of skewness. It is inferred that 
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the null hypothesis is rejected. Owing to rejection of null hypothesis it has 
been found out that share of investment has not been the same in both stages 
but it is moving from one stage to other stage or skewed towards particular 
stage i.e. later stage. The shift which took place between the stages of Venture 
Capital investment is unfavourable for entrepreneurial development in the 
country. If the trend continues for a long period the domestic entrepreneurship 
will be adversely affected. 
The alternative hypothesis regarding the regional disparities of Venture 
Capital investments has been rejected where the analysis of variances resulted 
in acceptance of null hypothesis. F-statistic is 2.277 which is insignificant at 5 
percent level of significance. It has hence resulted into acceptance of the null 
hypothesis or in other words it can be said over the period of 15 years i.e. 
from 1992 to 2006 there has not been significant variation in particular 
region, share of different region has not changed significantly, such as, 
Eastern area was neglected region 15 years back and it is still the same 
The other major findings of the study are discussed below under the 
heads: legal and regulatory issues, impact of policies in total investment and 
deal size, regional imbalance, sectoral and stage wise shift, role of Venture 
Capital for enfrepreneurship expansion and modernization, changing investor 
behaviour and aversion of risk, upcoming opportunities for Venture Capital 
investment in India and prospects for Indian Venture Capital. 
Legal and Regulatory Issues 
After studying the overall business environment of India the 
Researcher has found a lot of problems. In India still venture capitalists are 
resfricted to invest in certain sectors. These types of resfrictions are no where 
in other nations in the world. Another restriction is that they will have to 
invest at least 66 percent of their paid up capital in unlisted equity or equity-
related, fijUy convertible instruments. Similarly, related-company transactions 
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would be prohibited, and not more than 33.3 percent of a fund's capital could 
be invested in a single firm. The government of India still continues with a 
variety of conditions rather than letting the market decide which Venture 
Capital firms are operating responsibly. Further more, there is no change in 
the regulations regarding restrictions on currency non-convertibility, 
providing employees more flexible stock-option plans, allowing domestic 
Venture Capital firms to hold equity in overseas start-ups, and regulations 
allowing greater flexibility in voting and dividend rights. 
In India number of rules and regulations regulates the Venture Capital 
funds and companies under deferent authorities. The Indian Trust Act, 1882, 
the Company Act, 1956 regulate Venture Capital fund depending on whether 
the fund is set up as a trust or a company. The Foreign Investment Promotion 
Board (FEPB) and the Reserve Bank of India (RBI) regulate an offshore fund. 
These funds have to secure the permission of the Foreign Investment 
Promotion Board (FIPB) while setting up in India and need a clearance from 
the RBI for any repatriation of income. The Central Board of Direct Taxation 
(CBDT) governs the issues pertaining to income tax on the proceeds from 
Venture Capital funding activity. Finally, The Securities and Exchange Board 
of India (SEBI) have a set of guidelines since2000 for promotion of Venture 
Capital Fund in India. 
There are also a number of wings that may have to be approached in 
certain situations. Intervention of allied agencies like the Department of 
Electronics, NASSCOM and various taskforces and Standing Committees are 
usual. This explains the reality that why most of the funds prefer to register 
themselves as foreign funds and in order to avoid tax they adopt Mauritius 
route. 
Impact of Policies on Total Investment and Deal Size, 
Impact of the various policy packages initiated as a process of 
liberalisation of Venture Capital investment in India, was checked and it has 
been found out that it could not attain the desired result as there is no impact 
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of policy changes on total investment trends. It has been inferred that those 
policy measures which were announced in time to time are not sufficient and 
further liberalization is required. On the other hand, in case of deal size trend 
the average investment of Venture Capital investment has been influenced by 
the policy packages. Many other domestic and international factors also 
influenced both the aspects of Venture Capital other than the policy packages 
positively or negatively impacting on Venture Capital investment at the 
current position. One of the important issues regarding deal size of Venture 
Capital is that the venture capitalists are moving towards big deals. 
Regional Imbalance 
The region wise investment pattern of Venture Capital has shown that 
the situation for the last fifteen years has not changed that is neglecting the 
backward regions. It points out that concerned governments have not done 
anything to attract Venture Capital in their respective states. Among the five 
regions it has been found out that the east is the weakest in attracting Venture 
Capital investments whereas West is the leader followed by South and North. 
One of the important reasons behind the concentration of the investment in 
western or southern regions is the presence of large number of metropolitan 
cities in the region. The changing of business and investment climate of West 
Bengal and other north eastern states, can also place that region in Venture 
Capital investment destinations soon. 
Sectoral and Stage Wise Shift 
After detailed analysis of pattern and trend of sector wise investment of 
Venture Capital, Researcher has found out that the Venture Capital is moving 
towards new and emerging service sectors. There is a shift of investment in all 
the three quinquannial phases, in beginning it was concentrated more in 
manufacturing and industrial productions but it has shifted towards 
information technology related investments in the second half of the last 
decade following the international IT boom. Now the situation is clearer that 
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in case of Venture Capital in the regime of services led growth of Indian 
economy Venture Capital investment is also being dominated by services. 
The pattern and trend of stage wise investment of Venture Capital has 
also shown a shift in its attraction in all the three quinquannial phases where 
the early stage was more attractive in the beginning of the last decade but 
venture capitalists became more selective for later stages in the late 1990s. 
The influence of the policy packages as well as some international events is 
very clear on this shift. 
Role of Venture Capital for Entrepreneurship, Expansion and 
Modernization 
As a result of the stage wise and deal sizes trend in total Venture 
Capital investment the flow of fiind fi*om small to larger can be seen which 
has not played any roll for entrepreneurship development and promotion of 
Small and Medium Enterprises (hereafter SMEs). The major challenge 
regarding Small and Medium Enterprise (SME) and Venture Capital 
investments is the 'SME Finance Gap'. The role of SMEs are very important 
sometime even more than that of big giants in such countries which have 
large population.. In India, SMEs account for 45 percent of employment, 40 
percent of GDP and 50 percent of exports which generate high returns for 
investment and balanced economic development. 
The problem is not of India but also of all the developing nations 
owing to the greater risk-aversion of investors. The Venture Capital is meant 
for iimovative technology investments as well as entrepreneurial 
development. In India most of the Venture Capital investors are availing the 
benefits of Venture Capital without doing much effort to support 
entrepreneur. While most businesses seeking to finance investment, 
irmovation and growth are well-served by a variety of private sector sources 
of finance. Lenders continue to face uncertainty in assessing credit risk when 
lending to SMEs and often rely on collateral provided by the borrower to 
reduce their risk exposure. This results in creating difficulties for 
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entrepreneurs who do not have suitable assets to offer as security. As with 
debt finance, the shortage of Venture Capital is a problem that is not exclusive 
for India. Mean while, structural features of the current market have resulted 
in an ongoing shortage of Venture Capital funds to support smaller-scale and 
entrepreneur ship. 
Over 90 percent of the money is invested in late-stage initiatives by 
mature firms that are for expansion. Even the remainder mostly finances new 
firms replicating proven business ideas. As a result, very few innovative start-
ups are fimded. This results in negative ripple effect on the quality of late 
stage and exile of entrepreneurs in future. 
Changing Investor Behaviour and Aversion of Risk, 
As stated before the changing landscape of investor behaviour from 
risky ventures to non-risk investments arenas has generated new dimension in 
the ultimate aim of Venture Capital investment. Now the venture capitalists 
have started to avert the risk involved in early stages rather than investing in 
risky ventures. The emerging stage wise and deal size trend in investment has 
traced that the big deal and later stages are more attractive in the current 
scenario whereas the expansion and modernization of the existing companies 
is dealt with. The scopes of risk in existing ventures are very less and return is 
certain and the most of the venture capitalists are concentrated only in these 
for the last 5-6 years. If this continues for more years it will result in lagging 
discouraging future innovative research and development where India is 
abready far behind. 
Upcoming Opportunities for Venture Capital Investment in India, 
The recent successes of India in the realm of information technology 
and growth of services have proved that India has a great potential for 
development of knowledge based industrial sectors. This prospective is not 
only restricted to information technology but it is uniformly applicable in 
many other areas , such as, bio-technology, pharmaceuticals and drugs, food 
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processing, telecommunications, services and Knowledge Process 
Outsourcing ( KPO). Due to the natural strength by way of its exuberant and 
cost competitive manpower, technology, research and entrepreneurship, 
proper environment and policy support, India can achieve rapid economic 
growth and competitive global strength in a sustainable way 
A flourishing Venture Capital industry in India can fill the gap between 
the capital requirements and knowledge based start-up enterprises or 
entrepreneurship and finance available by traditional lenders, such as, banks. 
The problem exists because these start-ups are essentially based on intangible 
assets for instance human capital and on a technology-enabled mission. 
Prospects for Indian Venture Capital Financing in India 
The Researcher is of belief that in India future of Venture Capital is 
bright provided that there is a presence of a globally competitive high 
technology and globally competitive human resource capital. Secondly largest 
english speaking, scientific and technical human resource in the globe is 
found in India. In large number of research laboratories scientific and 
technical research is being carried. Initiatives taken by the Government is 
continuously formulating policies to encourage investors and entrepreneurs. 
Moreover initiatives of the SEBI for making a strong and vibrant capital 
market by providing the sufficient liquidity and flexibility for investors for 
entry and exit; is also very significant and thus argues bright future for 
Venture Capital Fund in India. 
10.3 Suggestion and Recommendations 
Venture Capital has been stimulating the growth of knowledge-based 
industries and innovation-driven start-ups in all sectors across the world. In 
India, the Venture Capital reforms caused perhaps the most significant 
contribution to the inflow of Foreign Direct Investment (FDI), a massive rise 
of Venture Capital or Private Equity flow from US$ 470 million in the year 
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2003 to close to US$ 10 billion in the year 2007. However, it still requires a 
change in the way innovation and investment finance meet. India needs 
Venture Capital funds that are more than financing institutions. New 
enterprises should be provided with management support, and this is more 
important for the technology start-ups. Here are some suggestions and 
recommendations for the further improvement of Venture Capital financing in 
India. The Researcher firmly believes that the following recommendations 
would go a long way in enhancing the Venture Capital investment in India. 
The government and the concerned authorities should initiate to make 
a database of the venture capital funds and companies in India. The data base 
should also be prepared for inflow and outflow in detailed manner covering 
all the aspects of venture capital and private equity to make future researches 
more pregnant 
There is an urgent need to make a more favourable environment for 
Seed/Early Stage investments. Most of the overseas Venture Capital funds are 
in growth stage, and it is the domestic funds that are largely investing in seed 
stage. Since these funds will no longer be able to raise capital, investments in 
innovative seed stage companies will be adversely impacted, not only outside 
of the chosen list but in those very industries. 
In India the venture capitalists are compelled to invest at least 66 
percent of their paid-in capital in unlisted equity or equity-related, fully 
convertible instruments. Similarly, related-company transactions would be 
prohibited, and not more than 33.3 percent of a fund's capital could be 
invested in a single firm. Instead of this a new policy should be made which 
will be more beneficial for seed and start-up stages. A provision should be 
made to invest compulsorily in seed or start-up stage at least 33 percent. 
Aforesaid limit of 66.66 percent can be brought down to 50 percent which 
should be applicable for both domestic and international players. 
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The secretive nature of Indian companies should change in case of 
Venture Capital industry and the investor in this sector should be allowed to 
see what's going on inside a company, because the Venture Capital is 
founded on trust in the entrepreneur and his team. This may be even truer of 
technology start-ups where the promoter may have concerns about protection 
for intellectual property. The government should encourage funds that make 
seed stage investments. 
The govenmient can also set up an Early Stage Venture Fund through a 
public-private-partnership, under the auspices of the DSIR and the major non-
commercial research organizations of the Government, through a public 
private partnership. The initial corpus of the fund would come from existing 
schemes of these departments for promoting entrepreneurship, supplemented 
by additional public and institutional resources. The Government institutions 
are generally risk averse and may find it difficult to manage risky 
investments. Further, research oriented and largely non-commercial people 
could benefit from commercial scrutiny of investments by investors who have 
experience of financing such ventures. Therefore, Early Stage Venture Funds 
should be deployed through Public Private Partnership, as matching funds for 
investments made by Domestic Venture Capital Funds (hereafter DVCFs) and 
other seed stage investing groups. 
In India the banks are now permitted to invest in Venture Capital funds 
up to 5 percent of their available funds, but most of the banks are avoiding 
investment in Venture Capital funds due to high risk element and as bankers 
are given reward for their risk averting nature, this mindset should be changed 
and the limit should be further increased. Banks should be allowed to value 
Venture Capital Funds (hereafter VCF) investments on a cost-basis for the 
first three years (or up to 'investment period' of VCF) and marked-to-market 
Extension of entrepreneurship and innovation to more sectors is also need of 
the hour to become the knowledge capital of the world, India, along with a 
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massive infusion of Venture Capital, needs to let the entrepreneurs and 
investors decide the promising and potential growth areas of the future. If so, 
new ideas will come up, and surely it will capitalize the market. Software 
sector is the best example of this now. It has become the most important for 
new India accounting for over 25 percent of the forex earnings. Thus enough 
Venture Capital funding probably can give birth to some global Indian firms 
in the emerging sectors of KPO or /Business Process Outsourcing (hereafter 
BPO), telecom, wireless value added services, media and entertainment, 
healthcare, medical devices, auto components. The new policy may be 
introduce to amend section 10(23FB) by restricting the pass-through benefit 
only in respect of income received from the Venture Capital Units (hereafter 
VCUs)which have been defined to be engaged in selected few industries. The 
Researcher believes that any such change should not be done by amending the 
Income Tax Act but by handling it through SEBI. If the government wants to 
exclude a specific sector then extensive discussion and debate should be done 
before doing so that the full ramifications are understood and implemented 
through SEBI, citing the exclusions rather than defining a select list. This will 
avoid the danger of missing out on other promising areas. 
The Venture Capital funds insist on special rights as shareholders or 
partners because Venture Capital investing is a partnership between the 
entrepreneur and the financier. These may include superior voting rights, 
informational rights, and restrictions on dilution or shareholding changes 
without their consent and so on. Special rights, including veto voting rights, 
are permitted for listed companies through a shareholders' agreement, 
provision should be made accordingly. 
The venture ftinds and other financing institutions, particularly those 
through which government fiinding is channelled, should encourage 
entrepreneurship promotion and education schemes designed to find, assist 
and train new technology entrepreneurs. The Enterprise Incubation Units in 
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research institutions should be exempted from tax as long as they use the 
returns for further innovations/ entrepreneurship development. 
Constraints on institutional investment in domestic venture funds 
should be relaxed where foreign venture capitalists are getting all the 
considerations of tax benefits through Mauritius route and other ways. The 
foreign venture capitalists that come through Mauritius route are 
unidentifiable about their source; the double taxation avoidance treaty with 
Mauritius should be extended to cover more countries which will enable the 
government to identify the original source of the funds. SEBI should register 
groups of high net worth individuals located in hidia or overseas, who meet 
the criteria of being independent investors, as accredited investors and offer 
them the same rights (including tax pass-through privileges) as registered 
Venture Capital firms. 
The Venture Capital funds require a structure of financing that will, in 
the typical case, see losses in the short run matched by large gains after five to 
seven years or so. Therefore, those investing in Venture Capital Funds must 
be able and willing to wait for their investments to show a decent return. They 
must also have the staying power to live with an occasional loss. In USA and 
elsewhere such resources come from pension funds, which have to focus on 
long term returns that allow them to meet their future pension liabilities. In 
India pension funds were earlier allowed to invest in Venture Capital but are 
no longer allowed to do so which should be reconsidered. 
The lack of angel investor finance for seed capital and early stages of 
start up when a concept is being proven is a major gap that needs to be 
plugged. This is more likely to come from high net worth individuals who 
have domain knowledge and are willing to take a chance. Through fiscal 
incentives such individuals can be pushed into becoming angel investors. 
Canada has such a provision for a 30 percent set-off for angel investments by 
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individuals. However, such incentives should be restricted to a well-defined to 
check the risk of misuse. 
There should be fiscal incentive in the form of a setoff against taxable 
income for individuals who invest in: (a) start-ups emanating fi-om research 
institutions and/ or (b) domestic Venture Capital funds whose charter clearly 
states that the Venture Capital Fund will be investing primarily in seed stage 
companies. There should be ways to connect overseas angels, who are usually 
non-resident Indians having skills that domestic entrepreneurs need, with 
entrepreneurs in India. This will help build a technology corridor that will 
further ratchet up foreign Venture Capital interest in India. Similar arguments 
could apply to high net worth individuals in India. Public support for Venture 
Capital Undertakings has to take the form of a public private partnership. The 
main case for public support is the shortage of risk capital for unproven 
ventures. The resources have to be channelled through some entity which is 
capable of taking risks and, to avoid moral hazard, also stake a significant 
amovint of its own resources in the venture. 
Various models are followed abroad, and in the case of the Small 
Business Investment Companies' (SBICs) in the USA the support took the 
form of loans and guarantees to VCFs with proven domain expertise. In 
Israel, the focus was on forging partnerships between domestic and foreign 
venture funds and allowing the fund to gain from upside windfalls by buying 
out the public stake at a predetermined rate. This latter model may be of some 
interest in forging links between domestic and foreign venture funds that can 
enhance domain knowledge and fund management expertise. It may be 
possible to provide this support jointly with the concerned foreign 
government The Government should utilize public resources to facilitate 
partnerships with foreign venture funds by underwriting downside risks. 
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Public support for venture investing in India should focus on 
facilitating the seed and start-up stage. This can help an enterprise build 
sufficient credibility while going to commercial venture funds for additional 
money. This may be done through a special early stage venture fund with 
public money that would assist the units being incubated in research and 
technology institutions to grow to the point of commercial viability. The same 
fund could also be used to realize the commercial potential of the non-
commercial research efforts in the space, defence and atomic energy 
programmes. 
Foreign Venture Capital industry generally prefers limited partnership 
which combines limited liability with flexibility. The Limited Liability 
Partnership (LLP) structure gives tax transparency - the investors are treated 
as investing directly in each portfolio company - and affords investors the 
protection of limited liability. As a separate legal entity by itself, LLP can 
enter into contracts and hold property and the LLP is able to continue in 
existence independent of changes in membership. In the past years, the US 
risk capital industry has moved firom LLP structures to the Limited Liability 
Corporation (LLC). This is similar to LLPs except that the LLP offers a 
limited shield of liability; while the LLC offers a wider shield of liability by 
limiting liability to the extent of the owner's investment in the business plus 
his own individual negligence and malpractice. LLP has been allowed in India 
but provisions are not clear, The Government should also support LLCs 
through an amendment on redeemability under the Companies' Act. 
The Venture funds evade risks by using hybrid instruments that assure 
them some return but also allow them to share in exceptional gains. This is 
the price they demand for lending to a speculative operation. The most often 
used financial instruments in Venture Capital deals are the so called hybrid 
instruments which combine some of the characteristics of straight debt with 
some of the characteristics of straight equity. A sort of preferred stock can be 
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considered which may be like equity in case of return that can strengthen the 
capital structure of the firm. However, in the event of liquidation the preferred 
stock can offer relatively more protection to its holder since it has a privileged 
position with respect to common stock. 
There is discrimination against domestic investors in tax treatment of 
capital gains on exit. When they exit an unlisted company they are charged 
capital gains tax; however if exit is through listing there is no capital gains 
tax. There should be initiation to eliminate the discriminatory tax policies for 
the domestic Venture Capital. 
The capital gains should be exempted on exit from unlisted companies 
for registered VCFs. SEBFs Venture Capital rules restrict the securities in 
which Venture Capital Fund may invest, (that may be invested), such as, that 
no more than 33.33 percent of the fund may be invested in listed securities. 
This allows Venture Capital funds to protect their Net Annual Value 
(hereafter NAV) while the longer gestation venture investments bear fiaiit. 
Some of small corporations in India, which are listed by virtue of its past 
history of favouring listing in order to obtain debt capital and which cannot 
raise funds directly from capital markets, may be ideal vehicles for 
technology start-ups, although typically, these will not be early-stage firms. 
The cap for the domestic venture funds should be avoided if the 
investment is from an accredited high net-worth angel investor. Domestic 
Venture Capital funds are required to invest in domestic companies. However, 
when some overseas investment would be a desirable part of the overall goal 
of promoting domestic ventures, domestic Venture Capital Funds should be 
permitted to invest up to a certain percentage of their corpus in overseas 
companies. This will allow them to invest in synergistic offshore companies 
and also allow global management exposure. Typically investments would be 
made in companies having front office overseas and back office operations in 
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India. Whenever a 'Venture Capital Undertaking' is acquired by a foreign 
company, the consideration paid is through cash or through issuance of 
securities of a foreign company. A Venture Capital which had invested in the 
securities of a domestic company receives foreign securities in lieu of such 
domestic securities. The Researcher understands that the Lahiri Committee's 
recommendation that Venture Capital Funds would continue to enjoy tax 
exemption even after they receive foreign securities in lieu of domestic 
securities held by them in a 'Venture Capital Undertaking has been accepted. 
Also the Lahiri Committee recommendation with regard to foreign securities 
acquired by a Venture Capital fiind on exit from a domestic venture 
investment should be notified and that its recommendation that Venture 
Capital Fund maybe permitted to invest in offshore Venture Capital Units 
should be implemented. 
The government needs to rethink its 'inclusive growth' policy as it 
severely discourages risk capital investment in a host of promising and needy 
sectors. Venture capitalists from around the world are now more attracted to 
some of the largest employment creating sectors, like manufacturing, 
production, and processing and also textiles. The concerned authorities should 
bring in suitable amendments to make Venture Capital fiinds at least 
equivalent to mutual funds, and the Researcher thinks that Venture Capital 
fimds should be put above mutual funds, because the Venture Capital funds 
take higher risks, invest for longer term (5 years on average), fund start-ups 
and innovation and thus create a much bigger impact on employment, R&D, 
in the economy. In most countries, Venture Capital funds are the drivers of 
growth compared with other asset managing companies. 
There should not be discrimination in Venture Capital funds in terms 
of domestic and overseas. While the many provisions are affecting the SEBI-
registered domestic funds as they will be limited to invest in the prescribed 
sectors to avail of a "pass through" and will therefore be denied the 
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opportunity to assist and benefit from investment in other promising sectors, 
foreign funds investing in India directly into Indian portfolio companies are 
not affected. Most of these funds have been set up in tax neutral jurisdictions 
like Mauritius, and they will continue to enjoy tax exemption on capital gains 
tax under the Double Tax Avoidance Agreements (DTAA), effectively getting 
the equivalent of a "pass through" notwithstanding which sector they invest 
in. 
Currently, Foreign Venture Capital Investors (FVCIs) need to 
capitalize their Indian operations with a minimum of $500,000 if they want to 
set up Indian subsidiaries. This minimum capitalization requirement 
($500,000) for Indian subsidiaries of foreign funds should be removed in 
order to encourage small funds to supply risk capital. Such funds are a very 
important channel for the flow of funds and domain knowledge. One of the 
main issues regarding region wise investment of Venture Capital is that there 
is huge difference in investments, therefore the concerned state governments 
in coordination with central should take initiatives to make investor's friendly 
environment. All the state governments of backward state should establish 
number of Venture Capital funds with different purposes in joint ventures 
with private players in order to promote entrepreneurship and to increase 
industrialization in their respective states.. 
The Securities and Exchange Board of India (SEBI), which restricts 
investment in preferential offering through pure equity investment, should 
consider including optionally convertible instruments, as these are hybrid and 
hence classified as non-debt. Amendment of SEBI Venture Capital Fund 
Regulations can clarify that placing of surplus funds by VCFs temporarily in 
bank deposits and other non-Venture Capital Units investments is permissible 
to avail of tax benefits. Standstill agreements to be permitted during due-
diligence of Venture Capital Units. The Reserve Bank of India (RBI) can 
grant a general permission for FVCIs as in the case of Foreign Institutional 
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Investors (FIIs) in order to avoid delay. If so happen, once an FVCI is 
approved and registered with SEBI, it will be eligible under FEMA 
regulations to make investments in India in accordance with Schedule VI. 
Similarly Schedule VI of FEMA needs to be made consistent with SEBI 
Venture Capital Fund Regulations investments in listed entities and purchase 
of secondary shares. Current regulations require marked-to-market 
throughout) and Clarify eligibility and limits of Venture Capital Funds 
(VCFs) and Private Equity (PE) firms to take stakes in banks. Clarification is 
also sought about ability of FVCIs to invest in real estate and applicability of 
FDI limits, inconsistencies in references to VCFs and FVCIs in different 
sections of FEMA. There is a need to exclude an SPV formed by a VCF from 
definition of Non Banking Financial Companies (NBFC) as defined under 
Section 451(f) of the RBI Act and permit a bank to fund acquisition of shares, 
debentures etc by the Special Purpose Vehicles (SPV) to enable leveraged 
buyouts. The applicability of Exchange Control Board (ECB) guidelines for 
debt investments by FVCIs should also be clear. Overarching guidelines to 
state that Include investments of Venture Capital Funds in the same class as 
Mutual Funds (MFs) for the purposes of calculation of capital gains in the 
hands of investors; similarly sections 194 A (3) or 196 to be modified to 
effect that withholding tax will not be applicable in respect of any income of a 
VCF registered with SEBI 
Domestic institutions should get Tax credit (like in R&D) for 
investment in Venture Capital Funds, and as part of asset diversification 
policy, the investment into VCFs by pension funds should be extended up to 
defined prudent levels. There must be a Clear cut definition of Venture 
Capital Fund activity, income recognition of Venture Capital Funds and tax 
transparency as per Sec 10 (23FB) and Sec 115 (U) of the Income Tax (IT) 
Act to make it consistent with the treatment under regulation 12(d) (ii) of the 
SEBI Venture Capital Fund Regulations. 10(23) FB of the Income Tax Act 
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does not permit Venture Capital Funds to make investments in listed 
companies while SEBI Regulations permit this. 
The Venture Capital industry needs to remodel the way of connecting 
the innovation with investment finance, treating Venture Capital funds more 
than fmancing institutions , and to own domain knowledge to provide 
management support to new enterprises. 
There should be a more organized system for securing deals of venture 
funding and a more systematic attempt to provide incubation seed and start-up 
funding. This needs development of new policies for nurturing innovation, 
dealing with the sources of technological capacity in the research institutions, 
and for strengthening the flow of risk finance for new technology ventures. 
The policy makers should realize that the Venture Capital/Private Equity 
funding nowadays makes up a lion's share is our FDI inflow. Thus it should 
be taken care of more than the FII flows, because it creates new ventures, new 
employment, it is invested for the long term, and as it is not hot money it 
cannot be pulled out at short notice. 
Though the regulatory structure has been simplified with SEBI being 
given the nodal responsibility, there is a need of some regulatory changes in 
order to reduce the incentive of those staying outside the SEBI Venture 
Capital framework. This is needed as a substantial amount of venture funding 
is coming from outside the formal venture fund route. There is a need to reach 
out to talented individuals within or outside research institutions, universities 
as well as small and large enterprises and to strengthen institutional capacity 
in the research entities for promoting technological entrepreneurship. This can 
help expose new ideas for products, processes and business models. The 
country needs to develop a culture of continuous entrepreneurship, in which 
tech-savvy entrepreneurs would come to the market with some bright idea, 
implement it, make money, sell out and start all over again with a new idea. 
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India can achieve this culture very fast given its large pool of technical talent. 
As also recommended by Desai Committee, Engineering schools and science 
departments which produce the new entrepreneurs of the Venture Capital 
industry, should include courses on new venture management. Thus they can 
supplement their technical capacity with entrepreneurship education. The 
Government, through the Department of Human Resource Development 
University Grants Commission, and All India Council for Technical 
Education should encourage all science departments and technical education 
and training institutions to include entrepreneurship and new venture 
management (including global project management) courses in their 
curriculum. 
Ownership of intellectual property emerging from work done by 
individuals or groups at the institution is a key issue. Leading research 
institutes like Indian Institute of Technologies (hereafter IITs) now have a 
well-defined IP policy, and the University Grants Commission (UGC) has 
recently set up a framework for financing registration of IPR. There should be 
more publicizing of the facilities at some universities to converting innovation 
to patents. All the leading technology institutions should setup profit-sharing 
Enterprise Incubation Units, organized as independent societies, able to hold 
equity and well cormected with the local business community. This can 
fiinction as (a) providers of advisory services and negotiating support to the 
client entrepreneurs, (b) assistants in filing patents and protecting 
commercially valuable intellectual property, (c) hosts of enterprises at the 
seed stage with space and other facilities for a short time, and (d) as links 
between entrepreneurs, alumni and venture funds. Such units should be 
eligible to receive grants from government schemes for entrepreneurship 
development. The universities and research institutions should provide 
referral services and laboratory facilities to their alumni to help them to prove 
project ideas. 
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The industry should be strongly connected to universities and research 
institutions in order to create an environment that would promote business 
sense in academic world and greater technological understanding in the 
business world. . They can develop project concepts to the point at which 
they can be poised to financing organizations outside for commercialization. 
10.4 Directions for Future Researclies 
The present study is an empirical work based on the secondary sources 
of information which may prove to be a gateway for future researches on the 
following aspects: 
The Researcher is concemed only about the pattern and trend in 
Venture Capital financing in India. Activities of Indian venture capitalists 
abroad have not been covered in the present study. There is, hence, a scope 
for more researches on these aspects that would cover either all the countries 
or some specific destinations in detail. 
The performance evaluation of specific sectoral Venture Capital funds 
in India, such as, technology funds, start-up funds, seed assistance, and 
specific services related funds can be taken up as a case study for further 
researches that would contribute to the fact as to how much worthwhile those 
funds are for development and growth of Venture Capital industry as well as 
for overall country's economy. 
The researches on the basis of all the five aspects, such as, total 
Venture Capital investment in Region specific. Industry specific. Sector 
specific and Stage wise as presented in the study. It can be done separately 
and the inter comparison of the regions, stages, and sectors within each other 
as sector and stages within region, stages within sector can be taken-up 
according to the availability of data through sampling techniques. 
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APPENDICES 
Appendix-1 
India's GDP Growth v/s Venture Capital Investments since 
Liberalization 
Years 
1992 
1993 
1994 
1995 
1996 
1997 
1998 
1999 
2000 
2001 
2002 
2003 
2004 
2005 
2006 
VC Investments 
103.55 
134.46 
182.32 
201.15 
281.7 
80 
250 
500 
1160 
937 
591 
470 
1650 
2200 
7500 
GDP Growth 
5.1 
5.9 
7.3 
7.3 
7.8 
4.8 
6.5 
6.1 
4.4 
5.8 
3.8 
8.5 
7.5 
9 
9.4 
Source: RBI Handbook of Statistics (2006), Venture Capital Year Book, 
TSJ Media (Chennai) and Venture Activity Reports of IVCA, New Delhi, 
(Various Issues). 
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Apendix-6 
Global Venture Capital Players (% of Amount Raised and invested) 
1 
^ 
^ 
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Apendix-7 
Present Status of Venture Capital in Selected Countries 
# 
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3 
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{•) 
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10 
II 
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USA 
UK 
Caiiatli) 
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HuiD|X' 
Jtipini 
China"'' 
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Global #1 
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Global# lb 
Global* 12 
Asia Pacific #6 
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Global #5 
Asia Pacific # 1 
Global #3 
Asia Pacific #2 
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Asia Pacific #3 
Global^ 1;^  
Asia Pacific #4 
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Asia Pacific #7 
Global* 14 
Asia Pacific #K 
IVrkKl under 
study 
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1947-2006 
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Appendix-8 
Multip 
ITES 
PRODUCTION 
SERVICES 
e Correlations in Industrial Sectors Correlation: 
Pearson Correlation 
Sig. (2-tailed) 
N 
Pearson Correlation 
Sig. (2-tailed) 
N 
Pearson Correlation 
Sig. (2-tailed) 
N 
ITES 
1.000 
• 
15 
.S86 
.000 
15 
.902 
.000 
15 
PRODUCTION 
.886 
.000 
15 
1.000 
. 
15 
.979 
.000 
15 
5 
SERVIC 
ES 
.902 
.000 
15 
.979 
.000 
15 
1.000 
. 
15 
** Correlation is significant at the 0.01 level (2-tailed). 
Source: Table-8.3 
Appendix-9 
Top Cities Attracting VC/PE Invest 
City 
Mumbai 
Delhi/NCR* 
Bangalore 
Chennai 
Hyderabad 
Pune 
No. of Deals 
69 
41 
40 
22 
17 
10 
ments (2006) 
Value(US$M) 
r780 
395 
1525 
354 
492 
1114 
* National Capital Region 
• Source: TSJ Venture Intelligence- India, (2006), Bangalore, 
Joined with TSJ Media, ChennaL 
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Appendix-11 (a) 
India's Share of Global Venture Capital /Private Equity 
Year 
1997 
1998 
1999 
2000 
2001 
2002 
2003 
2004 
2005 
2006* 
Global VC 
Investment 
57.6 
62.9 
118.58 
191.6 
103.12 
86.48 
116.95 
111.5 
136.38 
150 
Growth 
6.25 
9.20139 
88.5215 
61.5787 
-46.18 
-16.137 
35.2336 
-4.6601 
22.3139 
9.9868 
India VC 
Investment 
0.08 
0.25 
0.5 
1.16 
0.937 
0.591 
0.47 
1.65 
2.2 
7.5 
Growth 
-71.6 
212.5 
100 
132 
-19.22 
-36.93 
-20.47 
251.06 
33.33 
240.91 
% 
Share 
Of 
India 
0.13889 
0.39746 
0.42166 
0.60543 
0.90865 
0.6834 
0.40188 
1.47982 
1.61314 
5 
Growth 
(%) 
102.23 
186.169 
6.08872 
43.5833 
50.0839 
-24.79 
-41.193 
268.223 
9.00914 
209.955 
Source: Compiled by the Research Scholar from: IVCA New Delhi, and 
TSJ Media, Chennai, Global P/E Reports and PriceWaterhouseCoopers 
(Various Issues- 2000-2006) 
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